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Editorial Comment 


When one with the reputation of Mr. 
Valuation of F.R. M. de Paula, O.B.E., F.C.A., Controller 
Inventories of Finance of the Dunlop Rubber Company 

in London, speaks on the valuation of stock 
in trade, it may be expected that some fresh thoughts will 
be brought to bear on the subject. These expectations are 
fully realized in the address which he recently delivered to 
the Chartered Accountant Students’ Society of London and 
which the Editorial Committee is pleased to publish in this 
issue. 

Mr. de Paula enunciates some basic principles and sug- 
gests that for balance sheet purposes the whole of the assets 
of a business should be valued on the “going concern” basis, 
not on their break-up value. As all the various types of 
inventory of a manufacturer are merely stages in a con- 
tinuous process which results in the production of manu- 
factured products, the same principle, he states, can still 
be applied here, namely, the net realizable value in the form 
of finished products. 


The purpose of examinations is to test 
Membership Brings fitness, and this testing applies in a 
Responsibilities very practical way in the case of the 
young man preparing himself for the 
profession of the chartered accountant. During the past 
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month the examination results of most of the provincial 
institutes have been made known. To those who at the 
various stages of their courses have been successful we 
offer congratulation. To those who have passed the final 
examination and are now members of the profession we 
take this opportunity on behalf of the Editorial Committee 
of addressing a few remarks. It may perhaps be common- 
place to say that your education instead of being ended 
is in reality only beginning. The truth of that statement 
nevertheless is fundamental. While your required period 
of apprenticeship as students has been satisfied and the 
many reference books and courses of instruction, the study 
of which furnished a necessary background for your career, 
have possibly been laid aside with a sigh of relief, you 
are entering upon another apprenticeship the duration of 
which is life itself. You will now be studying men to a 
greater degree than formerly. You will be brought into 
intimate contact with the personalities and the intricate 
arrangements which go to make up the modern business 
organization. Does this not mean that you must become 
students in a wider sense and that you will need to read 
more deeply and to think more seriously? At the outset 
of your career this question should be pondered. 

When deliberating on the deeper questions which will arise 
in your professional work, may we hope that you will not 
be forgetful of the opportunities for research in the great 
variety of economic and financial problems upon which our 
profession is in a peculiarly advantageous position to shed 
light? As a result of your researches may we not expect 
an enlarged fund of references on accounting and kindred 
subjects? This is the aspect which is of special significance 
to our Editorial Committee who through the medium of 
THE CANADIAN CHARTERED ACCOUNTANT are on the alert to 
disseminate any particular knowledge gained through ex- 
perience and through all research studies in which the pro- 
fession is engaged. 


To the new members let us say also that 
The Meaning our profession is one which gives scope for 
of Service the development of character and person- 
ality. The professional practice of the 
chartered accountant though exacting is of absorbing in- 
terest and it affords opportunities for “service” in the true 
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meaning of that word. This was very appropriately ex- 
pressed by the President of the Institute of Chartered Ac- 
countants in England and Wales when addressing the suc- 
cessful examination candidates of his Institute recently. 
“By reason of the position we occupy as professional ad- 
visers,” he said, “we often have a broader knowledge of our 
clients’ affairs than anyone else, and they may consult us 
as to all manner of things which may or may not be strictly 
within the orbit of our professional duties—in other words, 
one frequently becomes guide, philosopher and friend. It 
is no mere platitude to say that it is more blessed to give 
than to receive. Endeavour so to discipline yourself that 
your services may be really the best, and not merely the 
best you can give for the fee paid.” 

In the rendering of this service, there is the importance 
of keeping daily before us the principle of “double entry 
thinking” about which Mr. Couchman spoke in his address 
at the last annual meeting of our Association. We should 
endeavour to cultivate the habit of impartiality when called 
upon to advise—an attribute which is so highly regarded 
in chartered accountants that recently one of the members 
of our profession having acted on one side of a dispute was 
subsequently invited by the other side to assist in another 
phase of the dispute. 

At the beginning of your career, then, what greater 
resolve can you entertain than this: that when the day 
comes for your retirement you shall leave the profession 
more deeply enriched by literary contributions to it and 
more greatly enhanced in public esteem because of your 
connection with it? 


Though the above remarks have been ad- 
Reward of dressed to new members they need not be 
Perseverance confined to them or to a class alone. The 

candidates who have not reached the re 
quired standard for passing may be regarding the results 
of the examinations as a halt to their progress. Every 
genuine effort, it should be remembered, has its reward. 
To those who after an earnest endeavour have not reached 
the required standard of passing, we say: may your dilig- 
ence and determination to succeed spur you on to greater 
application and may you in due time reach your desired 
goal. Life for most has its temporary setbacks; this is 
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equally true in the career of the most courageous. History 
furnishes numerous instances of brave hearts who have 
succeeded in the face of the gravest odds. Their names 
are so familiar that it is unnecessary to mention them; yet 
we cannot refrain from referring to one whose experience 
we recalled while listening to his great masterpiece recently. 
What better illustration of perseverance can be offered than 
that of Verdi, the Italian composer, who after completing 
preliminary work in music and going to Milan to continue 
his studies was rejected by the authorities of the Conserv- 
atorio? He nevertheless persevered under another master 
there, and going from strength to strength reached the 
climax of his career with the production of Aida, an opera 
written in 1871 which is regarded among the most success- 
ful and popular operas ever written, and has placed the 
name of Verdi among those of the immortals. And to re- 
mind you that success does not come by magic, may we 
add the observation of Gladstone on the use of time: “Be- 
lieve me when I tell you that thrift of time will repay you 
in after life with a usury of profit beyond your most 
sanguine dreams, and that waste of it will make you dwindle 
alike in intellectual and moral stature beyond your darkest 
reckoning.” Has not every ambitious student, then, good 
reason to have courage? 


The foregoing reference to contributing ar- 
The Essay ticles to THE CANADIAN CHARTERED ACCOUNT- 
Competition Nt will bring to the mind of readers the 

series of prize essays published in recent is- 
sues. Mr. Cameron’s contribution on municipal accounting 
published this month is the fifth and concluding article in 
the series that received mention in the 1936 Essay Com- 
petition. The contest was open to the graduates of all 
the provincial Institutes who passed their final examina- 
tions within the previous five years. A similar contest 
has now been held for four years and has encouraged so 
considerable a number of the young members of the pro- 
fession to put into form their thoughts on subjects which 
interested them that the Editorial Committee has decided 
to announce in next month’s issue particulars about another 
essay contest for 1937. 
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“When the necessity for revenue is small, 
A Study of the and rates of tax are low, no great harm is 
Tax Problem done if tax laws are imperfect. But when 

tax burdens are keenly felt by every one, 
it becomes of urgent importance to see that those burdens 
are imposed in accordance with principles of equity and 
sound theory.” So wrote Dr, Harrison B. Spaulding of 
the London School of Economics in the preface to his fine 
treatise on the income tax in Great Britain and the United 
States published in 1927, a work that doubtless is familiar 
to a number of our readers. The same thought is expressed 
in the opening chapter of “Facing the Tax Problem,” a 
study of taxation which, taking two years to complete, has 
just been released by the Committee on Taxation of the 
Twentieth Century Fund, Incorporated.? The study, it is 
stated, was planned to give the public a working knowledge 
of (1) what the present tax system in the United States 
is, (2) how the various forms of taxation fulfil the tests 
that can be applied to them, and (3) what should be done 
to improve the system and its various parts. 

According to a statement of the Executive Director of 
the Fund, the study: is the outcome of disinterested re- 
search. A report on a nation’s system of taxation prepared 
by special interests can hardly be expected to deal impar- 
tially with a subject in which a conflict of interests is in- 
volved, for the ideas which they advance of what taxes are 
in the public interest can only be opinions, and such opinions 
inevitably colour their conclusions and recommendations. 
In contrast, the committee engaged upon this study had 
“no axe to grind,” but came to its task without any pre- 
conceived policy as a group and with widely diverse per- 
sonal opinions. The result is that in this study there is 
neither bias nor political or economic partisanship. 

The general conclusions of the committee and their 
recommendations, which are found in chapters 25 and 26, 
assume the continuance of the present private capitalistic 
system of economic enterprise, with a considerable degree 





1Spaulding, The Income Tar in Great Britain and the United 
States, (being No. 91 in the series of Monographs by writers connected 
with the London School of Economics and Political Science), published 
by P. S. King & Son, Ltd., London, 1937, cloth, 328 pp. 

2Facing the Tax Problem, published by Twentieth Century Fund, 
Inc., 330 West 42nd Street, New York, 1937, cloth, 630 pp., $3.00. 
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of governmental control. This section of the book will per- 
haps receive greatest study and will be subjected to a care- 
ful scrutiny by members of our profession inasmuch as 
some of the recommendations clearly come into conflict with 
accepted accounting principles and, so far as Canada is 
concerned, are foreign to our concepts of what constitutes 
income for tax purposes. 

Dealing first with the tax system of the 
The Present United States, which in many respects is 
Tax System similar to that of Canada, it is pointed out 

that the annual tax revenue is $12,500,000,000, 
of which the federal share is approximately 45 per cent., 
that of the states 20 per cent. and of the localities 35 per 
cent. While the tax system of the federal government must 
of necessity be uniform in the geographical sense, there is 
very little tax uniformity anywhere else in the country. 
Each of the forty-eight states has devices of its own for 
gathering the government revenues, and the 175,000-odd 
counties, cities, school districts and other local units also 
have their tax systems which though authorized by the 
state may nevertheless have little uniformity. 

The most productive tax in the entire system is that 
on property which is practically the sole taxing instrument 
of all the local units in every state and which provides about 
one-third of the total tax revenue of the nation. Next in 
importance is the income tax on individuals and corpora- 
tions which in the more prosperous years has supplied 
nearly two-thirds of the federal revenue. Then in order 
though of less importance are the federal payroll taxes 
estimated to yield six per cent. of the federal revenue in 
1937, and the highway taxes on gasoline and automobiles 
which produce about nine per cent. of the total federal, state 
and local tax revenue. Of the other several sources it is 
of interest to note that only seven per cent. of the federal 
revenue is raised through import duties. 

The second object of the committee’s study 
Two Aims of Was to inquire into the aims of taxation. 
Taxation These fall into two groups — primary and 

secondary. The primary aims, which are 
obviously of greater importance, may be regarded as the 
main purposes of taxation and, under our present economic 
system, are twofold—financial: for the raising of revenue; 
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and social: for the control of production, distribution and 
consumption. On the revenue producing side the question 
is closely bound up with the “taxable capacity” of the na- 
tion. What this taxable capacity of a country is cannot 
be defined by a single rigid limit, and the conditions under 
which several successive limits may be set and successively 
overstepped are discussed in chapter 5. Taxation for social 
control also falls into two general categories—taxes which 
encourage and taxes which restrain certain economic ac- 
tivities or types of business. These aspects of the problem 
are discussed in chapters 9 to 14. 

The extent of the cost of collection must always be an 
important consideration in any tax measure. Simplicity in 
administration, then, and the adjustment of the tax burden 
to each individual’s ability to pay are the two secondary 
aims of taxation which the committee discusses at length 
in chapters 15 to 20. 

The fundamental recommendations of the 
Improving the committee have to do with income tax. 
Tax System What will be of most widespread concern 
is the suggestion that present exemptions 
be lowered for both federal and state income taxes. As 
this would result in a marked rise in taxable returns, the 
added yield in government revenues is estimated to range 
from $200 million in a very poor year to $500 million in a 
highly prosperous one. The recommendation which calls 
for special comment, however, is the suggestion that the 
undistributed profits tax as it now stands be replaced by 
one in which individuals will be “required by law to value 
their shareholdings each year and enter the plus or minus 
difference for the year in their personal income tax returns, 
provided the practical difficulties of administration can be over- 
‘come.’’> As a means of arriving at this plus or minus dif- 
ference the committee suggests two methods—(1) if the 
stock is listed, the market value as of the end of the year 
could be used; (2) in the case of unlisted stocks, each cor- 
poration might be required to report to its stockholders 
the percentage change in book value of each share during 
the year, and the stockholder could adjust the value de- 
clared the year before up or down by that percentage. Even 
granting the possible adoption by legislative enactment of 





8The italics are ours. 
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this principle of taxing “unenjoyed paper profits,” which 
the courts, accountants and some economists have never con- 
sidered income, the committee in its aim to achieve tax 
equality must have been aware of the inequalities and gross 
discrimination consequent on its adoption. Anyone acquaint- 
ed with stock market trading knows of the wide discrepancy 
between the book value and the market value of a com- 
pany’s shares. As an example, the taxable appreciation in 
the case of shareholders of the United States Steel Cor- 
poration for the year 1936 would have been $25,000,0000 on 
the basis of book value and $250,000,000 on the basis of 
market value, and the corresponding figures for Inter- 
national Nickel Company of Canada would have been 
$190,000,000 and $1,000,000,000. The recommendations also 
provide for the inclusion of capital gains as part of the 
regular tax base for personal and corporation income tax 
purposes and for capital losses to be allowed as deductions 
not only against capital gains but also against other income 
“‘with such modifications as may be found desirable from 
the point of view of stability of revenue.” 

The results of this study of the Committee 
A Helpful should be of considerable value to any com- 
Reference mittee carrying on a similar study in Canada; 

and it may be added that the committee en- 
gaged in such study here will also have the advantage of 
the two noteworthy reports of the Colwyn Commissions on 
British taxation issued in 1920 and 1927.‘ The difference in 
conception of income which prevails in Canada and the 
United States must of course be kept in mind. Our con- 
ception of income is similar to that held in Great Britain. 
As Dr. Spaulding has pointed out in his book, certain receipts 
are regarded as income in one country and so are subject 
to the income tax, while in the other the same items are 
not looked upon as income at all.° The distinctive feature 
of British law and Canadian law is its use of the word “an- 
nual.” For the most part, income to be taxable must be 
annual. This word, however, does not occur in the charging 
section of the United States law. “The difference is prob- 


4Report of the Royal Commission on the Income Taz, H. M. 
Stationery office, London, 1920, paper, 186 pp. and appendices, 3s. net; 
Report of the Committee on National Debt and Taxation, H. M. Sta- 
tionery office, London, 1927, paper, 456 pp., 7s.6d. net. 

Spage 117, ibid. 
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ably the most important one in the two laws,” he said. “It 
reflects a fundamental difference in the conception of in- 
come. It is the basis of the United States practice of taxing 
realizations of accretions to capital and of the failure of 
the British to tax such increments unless they accrue reg- 
ularly to one in the business of dealing in capital assets. 
The British do not tax what they call ‘casual profits,’ while 
in the United States such profits are looked upon as properly 
subject to income tax.’”® Another reason for the difference 
in treatment of so-called capital gains is that taxation of 
such involves the allowance of capital losses as charges 
against gross income in arriving at taxable income. “The 
British feel,” according to Dr. Spaulding, “that in the 
long run the fiscal advantage would be so small as not 
to be worth the trouble and expense of collection. They 
believe that the capital losses would so nearly balance the 
capital gains that no material increase in revenue would re- 
sult from a change in the law designed to tax such gains.’” 





6page 120, ibid. 
Tpage 134, ibid. 
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MUNICIPAL BUDGETING 
WITH RESPECT TO URBAN MUNICIPALITIES* 


By George F. Cameron, Chartered Accountant, 
Yorkton, Saskatchewan 


| ates of the most difficult problems facing urban muni- 

cipalities at the present time is that commonly re- 
ferred to as “Balancing the Budget.” During the period of 
economic disturbance and reconstruction through which we 
have been passing since the Fall of 1929, the problems of 
municipal finance have become very serious and difficult to 
municipal councils. The changes affecting methods and 
policies in all municipalities have disrupted their whole fin- 
ancial structure. 

Announcement of the balancing of the budget may mean 
much and again it may not. The weight of this statement 
rests on the method used to determine the results of the 
budgeting. There are two methods which a municipality 
may follow in its budgeting—cash basis or revenue basis. 
If the cash method is used in balancing it must always, 
without exception, follow that the budget prepared on the 
revenue basis will be balanced. However, a municipality 
may balance its budget on a revenue basis while at the same 
time its liquid position may be in a desperate condition. 
There are several considerations which enter into the bal- 
ancing of a revenue budget which are of a debatable and 
contentious nature but it takes actual cash receipts in excess 
of expenditures to attain balance in the cash budget. 


Budget on Revenue Basis 

So that there may not be any misunderstanding as to 
the terms of budgeting on a revenue basis and budgeting 
on a cash basis a brief explanation is here given of the gen- 
eral principles involved in each method. The general pro- 
cedure in preparing a budget on a revenue basis is as follows: 

1. The spending committees of the council submit to the 
finance committee estimates in detail of their expenditures 
and revenues for the current year. 

2. The finance committee prepares at the same time an 
estimate of all expenditures and revenues which do not per- 
tain to or are not covered by the first named committees. 





*In The 1936 Essay Competition this essay among others received 
honourable mention. 
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3. A statement is then prepared combining the results of 
the above two operations showing the amount which must 
be raised by taxes or in other ways during the current year 
to cover the net expenditures. 

4. After ascertaining the amount required to be raised 
and the municipal assessment having been duly fixed, a mill 
rate of taxation is struck which will at the same time make 
adequate provision for estimated uncollectible taxes and for 
a surplus on the year’s operations sufficient to take care 
of any contingencies that may arise. 

5. The budget is then compiled in its final form and sub- 
mitted to the council for its approval. 

As mentioned above, there are several items which enter 
into the preparation of this type of budget which are of a 
debatable and contentious nature. These are: 

(a) Provision for reserve for uncollectible taxes. 

(b) Deferring deficits and charging same to the opera- 
tions of future years, or, in other words, capitalizing deficits 
to be amortized over a period of years. 

(c) Borrowing items from funds set aside for specific 
purposes in past years and including same as items of 
revenue. 

(d) Taking expenditures out of current revenue and 
capitalizing and then proceeding to show these items on the 
financial statement as assets without charging them through 
the Revenue and Expenditure Account. 

The provision for reserve for uncollectible taxes is an 
important item in this type of budget. The amounts to be 
set aside for this purpose are based on percentages of the 
taxes levied. In a number of cases the percentage is arrived 
at in a haphazard manner and in still other cases a nominal 
amount is taken which is not based on past experience. In 
brief, there seems to be no set rule to follow. The provision 
may be manipulated to either increase or decrease a surplus. 
An increase may be affected by not including sufficient in 
the amount set aside or disregarding it altogether and as- 
suming that the total current tax levy is revenue. The usual 
purpose for this procedure is that of maintaining a low 
current tax rate. A decrease in surplus may be obtained 
through the provision for reserve for uncollectible taxes by 
setting aside an amount in excess of the actual require- 
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ments. The reason for this procedure would be that of 
justifying a high tax rate. 

The practice of deferring deficits and amortizing them 
over a period of years is used for the sole purpose of keeping 
down tax rates or justifying large over-expenditures. An 
inevitable result of a continuation of such a course is in- 
ability to meet commitments. 

Borrowing items from funds set aside in past years is 
just another way of keeping down the current tax rate and 
allowing the municipality to budget for an actual deficit. 

The more secretive way of padding the surplus on any 
year’s operations is that of setting up expenditures for 
social services as accounts receivable which are obviously 
worthless and capitalizing expenditures out of the current 
year’s revenue without showing either of these items as 
expenditures in the general revenue and expenditure ac- 
count. The conservative and accepted method of handling 
these items is that of charging them as expenditures in the 
general revenue and expenditure account and setting them 
up again on the financial statement as assets by reversing 
them through the “Surplus account.” The reason for this 
method of handling such items is that the current revenues 
are used for these expenditures and they should be charged 
against the revenue account for that particular year. This 
does not apply where capital funds are used. 

The budget planned on a revenue basis does not give suffi- 
cient thought to cash collections or the reduction of bank 
loans and accounts payable and no concentrated effort is 
made to curb expenditures to keep them on a pay-as-you-go 
basis. These are all items of prime importance to the fin- 
ancial welfare of the municipalities. 


Budget on Cash Basis 

The procedure for planning a budget on a cash basis is 
usually as follows: 

1. The preparation by the various committees of the 
council of estimates of their expenditures for the forthcom- 
ing year. These estimates are then submitted to the finance 
committee. 

2. The preparation by the finance committee of an estim- 
ate of all payments which do not pertain to the committees 
such as debenture repayments or sinking fund requirements, 
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reductions in bank loans and other payables, payments to 
schools, etc. 

3. The compiling of a statement showing the total 
amount of cash required during the year by combining Nos. 
1 and 2 above. 

4. The finance committee then prepares an estimate of 
cash receipts. The chairmen of the various committees will 
assist wherever the receipts affect their committees. This 
is perhaps the most important and difficult task requiring 
complete data of the final results of preceding years’ opera- 
tions and a knowledge of the trend of current business con- 
ditions. The most important source of cash receipts is that 
from taxes. However, this may be estimated with quite a 
remarkable degree of accuracy providing statistics have 
been carefully prepared of previous years’ collections. Taxes 
here refer to both current and arrears. 

5. If the estimated receipts fall short of the estimated 
expenditures and cannot be remedied without unduly raising 
the current tax rate, the estimates of the committees will 
then be returned for revision with a request to make re- 
ductions wherever possible. 

6. When the estimates have been revised and final re- 
vision of assessment ascertained the tax rate is struck and 
the complete budget is submitted to the council for final 
approval. 

7. The budget is then followed through during the year 
by the preparation of periodic statements drawn up on the 
cash receipts and expenditure basis. Expenditures here in- 
clude all outlays whether or not they have been paid in cash. 


Advantages of Cash Basis 

A budget prepared on this basis more forcibly benefits 
municipalities in the following ways: 

1. It regulates the spending of money for a definite pur- 
pose and in accordance with the appropriations as approved 
by the council. 

2. It compels the committees to co-operate in order to 
obtain the desired results. 

8. It checks over-expenditures and definitely places re- 
sponsibility for same. 

4. It compels the committees to give more time and 
earnest thought to expenditures. 


461 











THE CANADIAN CHARTERED ACCOUNTANT 


5. It shows the variance between the estimated and ac- 
tual expenditures from period to period. 

6. It builds up an invaluable amount of statistical fin- 
ancial data. 

7. It reflects the trend and effect of business conditions 
in the municipality. 


Some Reasons for Financial Embarrassments 
To show why a municipality should budget on the cash 
basis let us tabulate the reasons for the financial embarrass- 
ments of various municipalities since 1929. 


1. Decreased receipts. 

2. Increased expenditures for social services. 

3. Curtailment of bank lines of credit. 

4. Bonded indebtedness. 

Decreased Receipts—The decrease in the cash receipts 
of municipalities has been to a great extent due to the 
non-payment of taxes. Prior to 1929 large blocks of real 
estate were held for speculative purposes and the taxes 
were paid with fair regularity but subsequent to this date, 
when adverse business conditions set in, much of this 
property has been allowed to revert back to the municipali- 
ties through the medium of tax sales and the same trend 
is still continuing. This naturally reduced the cash re- 
ceipts and at the same time curtailed the sources of revenue 
by reducing the net taxable assessments. 


To clarify this statement let us go a little farther and 
take an example. Supposing Jones owns property with a 
yearly tax of $1000.00, assuming there is no change in the 
mill rate. He has paid his taxes promptly up to a certain 
year and then, through adverse circumstances, is unable 
to pay taxes, and eventually the municipality takes title 
to the property. During all these years in which Jones has 
not paid taxes the city has been required to levy taxes 
against the property and has included these in the revenues. 
From the time he stopped paying and until the municipality 
obtained title there was no definite reason for believing 
that this property would not be redeemed and put into good 
standing. Nor was there any means of determining whether 
or not the whole or any part of these taxes were uncol- 
lectible. In addition, the municipality has had to compute 
penalties on the increasing arrears and also include these 
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in revenue and make outlays in obtaining title, insurance 
premiums, repairs and maintenance of the buildings and 
cost of selling this property. From these circumstances 
it can readily be seen the difficulties in budgeting on a 
revenue basis. This condition would be reflected immediately 
in a cash budget and ample provision made for such a 
circumstance the following year. A cash budget would not 
be pyramiding its revenues by including in addition to 
taxes an ever-increasing amount of worthless penalties for 
non-payment. It is true that provision may be made in a 
revenue budget for uncollectibles but they are nevertheless 
a percentage which is more or less haphazard. Cash figures 
are up to date at all times and may be calculated with 
quite a degree of accuracy by taking into consideration 
present day business conditions and outlook. 

The whole success of municipal budgeting rests on the 
prompt receipt of payments from all sources of estimated 
revenue. Should the liquidation of revenues lag behind, 
debts and receivables increase, resulting in larger interest 
charges and larger uncollectibles which further tend to 
throw budgets out of balance. This situation would not 
arise to such an extent or cause disastrous financial out- 
comes if the municipalities were to conduct their finances 
on the basis of collecting their revenues prior to their spend- 
ing rather than the present practice of spending first in 
the hope of collecting afterwards where the whole success 
of financing rests on the liquidating of revenues. This 
points to the saneness and advisability of budgeting on a 
cash basis rather than on a revenue basis. 

Social Services—Perhaps the next important disturbing 
factor in budgeting is that of increased expenditures for 
social services. Social services include disbursements for 
relief, hospitalization and medical assistance. The costs of 
these services are increasing yearly and the outlook now 
is that greater expenditures will be called for. The obliga- 
tions to which the municipalities commit themselves for 
these services must be paid within a few months of their 
incurrence and the moneys used for this purpose are raised 
either through current revenue or capitalized and realized 
from the sale of debentures. From the present outlook all 
municipalities would be wise in following the policy of using 
moneys only from current revenues, where such is at all 
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possible, to meet this demand. By capitalizing, the annual 
charges keep increasing and the time will come when the 
situation must be faced resulting in the curtailment of other 
operating expenditures of the municipality. With decreased 
receipts and mounting expenditures in this line municipal 
authorities are at their wits’ end to know where to turn 
for easement from this situation. If the moneys from cur- 
rent revenues are to be used to finance these obligations 
the expenditures for other services must be slashed to meet 
this situation and there is no better time than the present 
to do so. This again points to the advisability of a budget 
on the cash basis. 

Credit Curtailed—During the first years of the depres- 
sion municipal bank loans increased as a result of decreased 
receipts and increased expenditures. After a short time 
banks found it necessary to curtail lines of credit extended 
to municipalities and endeavour to have them reduce the 
amount of outstanding bank loans. Conditions have not 
permitted the municipalities to make substantial reductions 
except over a period of years and in such a way that the 
budgets would withstand the strain. The only way in which 
such a reduction may be put into operation on a systematic 
basis is by means of a cash budget. 

Increased Indebtedness—Bonded indebtedness has be- 
come a problem of endless trouble and scheming on the 
parts of urban municipalities in an endeavour to avoid facing 
the unpleasant situation of having to default on payments. 
Apart from the question of defaulting, the unfavourable 
condition of markets for municipal bonds has meant that 
the municipalities, placing their bonds on the market, have 
had to increase unduly the interest rates or sell the bonds 
at a large discount, further increasing the cost of debenture 
issues. The underlying cause of the distress of bonded 
indebtedness is no doubt due to the folly of provincial gov- 
ernments and the municipalities themselves, in past years, 
of sanctioning huge bond issues in anticipation that the 
then present trend of economic conditions would continue 
indefinitely. The cash collections of the municipalities were 
sufficiently large to cover operating expenditures and fixed 
charges at that time. However, as collections decreased 
the expenditures for operating did not drop proportionately 
and this, with heavy annual fixed charges, placed municipal 
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finances in an embarrassing position. These annual fixed 
charges are being swelled by the addition of further cap- 
italization of expenditures for relief. Here again is a situa- 
tion which points to the wise forethought of budgeting on 
a cash basis. 

Of these four disturbing factors of municipal finance 
the latter three relate back to the first, namely “decreased 
cash receipts,” and all the problems involved are due to this 
one item. Therefore would it not be a logical conclusion 
that, as the critical condition of municipal finance at the 
present time is due to decreased cash receipts and curtail- 
ment of bank credit, municipal budgeting be conducted on 
a cash basis? 

For a municipality to change over to the cash basis of 
budgeting means considerable hardship, worry and forced 
economy for a few years until such time as the change is 
effected. Its fulfilment requires the utmost degree of 
thought, foresight, and co-operation from all responsible 
persons. However, the municipality adopting this policy 
will be repaid many times over in future years. 
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VALUATION OF STOCK IN TRADE OR INVENTORIES* 


By F. R. M. de Paula, O.B.E., F.C.A., 
London, England. 


ewe many years I have been disturbed by the fact that 
in practice so many different bases are adopted for the 
valuation of inventories, and furthermore it seems to me 
that there is not an accepted basic principle. 

This matter is obviously of the utmost importance when 
one considers the considerable proportion of the capital in- 
vested in industry and commerce which is represented by 
inventories. It does, therefore, appear to be very necessary 
that we should endeavour to come to agreement as to the 
basic principles. In this connection I suggest that our pro- 
fession should give a lead to industry by establishing what 
we consider to be the soundest and best practice. 

Two summers ago a business journey took me round 
the world, which involved two months at sea. I took this 
opportunity to write a new edition of my book on Auditing 
and in these undisturbed surroundings I attempted to think 
out this problem afresh. I propose, therefore, to-night to 
describe in broad outline the conclusions I came to, and 
those of you who are interested will find them dealt with 
in greater detail in Chapter VI of my book. 

Some of my conclusions are diametrically opposed to 
accepted practice and no doubt some of you may came to 
the conclusion that on the sun-swept Pacific I became af- 
flicted by mid-summer madness. However, if these wild 
thoughts did lead to a general reconsideration of this vital 
problem, they would have been worth while. 

The orthodox principle is that inventories should be 
valued on the basis of the lower of cost or market value. 
This seems simple and all sufficing until we attempt to de- 
fine cost and market value. I think that all practitioners 
will agree that both of these terms are interpreted in many 
different ways. 

For example, in the case of the cost of stores and raw 
materials, there are the following alternatives :— 


*A lecture delivered to the Chartered Accountant Students Society 
of London on 10th February 1937, and published in The Accountant 
(London). 
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(a) To value each lot on hand at the actual price paid 
for the consignment of which it formed a part. In 
the case of bulk stocks, this is not always possible. 

(b) To assume that the quantity held in stock repre- 
sents the latest purchases and to value at these 
prices. 

(c) To value at the average cost during the year, i.e. 
the value of the opening stock plus the year’s pur- 
chase. 

The accepted principle as regards process and finished 
stocks is that they should be valued on the basis of works 
cost, but works cost is calculated in many different ways. 

The raw material content of process and finished goods 
may be costed on the basis of either of the three given al- 
ternatives. 

As regards works overheads, these are applied in many 
different ways. For example, if the overheads are calcu- 
lated as a percentage upon direct labour, this percentage will 
fluctuate with the rise and fall of the volume of production, 
and in practice, for inventory valuation purposes, the fol- 
lowing alternatives are used: 

(i) The percentage for the last quarter or month of 
the accounting period. 

(ii) The percentage actually applied at the time the 

goods were manufactured. 

(iii) The average percentage for the year. 

(iv) A standard percentage based upon a normal volume 

of production. 

Our main difficulties arise in connection with the defini- 
tion of market value, as there are two schools of thought, 
the first holding that the market value represents the re- 
placement cost, i.e. the amount that it would cost to replace 
by purchase or manufacture the goods held at the date of 
the balance sheet ; the second holding that the market value 
represents the estimated net amounts that the goods would 
realize. 

Practice also varies in the application of the principle of 
the lower of cost or market value. In some cases this is 
applied to each lot and in others to groups. For example, 
in the case of a stock of raw materials at the balance sheet 
date, commonly this stock will have been bought during the 
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year at widely varying prices. Some of us would contend 
that each lot should be valued at the lower of cost or market, 
and others that the total stock should be valued at cost 
and, if in total the market value were lower, the total stock 
should be written down to this figure. 

Again, as regards the raw material content of process 
and finished stock, if at the date of the balance sheet the 
market value of the raw material is below cost, some would 
write down the value of the stock by the amount of this 
difference and some would not. 

In order to secure supplies of raw materials, manufac- 
turers commonly place forward contracts, in which case at 
the date of the balance sheet there may be forward con- 
tracts at various prices, and if the market value of these 
raw materials at the date of the balance sheet is below the 
contract price, some contend that provision for the differ- 
ence should be made in the past year’s accounts and others 
claim that this is not necessary. 

I am afraid that by this time the heads of the students 
amongst you must be in a whirl; that I can well understand, 
and, personally, I suggest that the mind of the profession 
as a whole is in somewhat of a whirl on this particular 
subject. I have no doubt that, after you have torn my new 
theory to pieces, my mind also will be in a greater whirl 
than ever. 

It is obvious that these many different methods of cal- 
culation must give widely varying results, which directly 
affect the final results shown by the accounts. I find it 
difficult to convince myself that this can be correct and, 
it seems to me, therefore, that it is of the highest importance 
that we should endeavour to establish basic principles. 

When challenged with the fact that there are so many 
alternative methods of valuation, accountants generally 
answer that the basis to be adopted depends upon circum- 
stances of the case. This, however, is surely an evasion of 
the issue. Is the true reason that the profession collectively 
has not yet made up its mind upon these points? 


Basic Principles of Valuation 


Accountants cannot dictate to the business world the 
exact basis of inventory valuation, but it is, I submit, very 
desirable that the profession should enunciate the basic 
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principles, as it would be of the greatest value to industry 
and practitioners to know what the accountancy profession 
considers to be the best and soundest practice. At present 
the profession speaks with many voices upon this subject. 

The following are the basic principles which I submit 
for your consideration. For this purpose I am assuming 
the case of a manufacturer, so that we shall deal with all 
the various types of inventories. 

In my opinion the all-important point upon which the 
greatest confusion of thought arises is in connection with 
the definition of market value. 

In the case of stores and raw material, in my experience, 
the common practice is for market value to be interpreted 
as representing replacement value, but in the case of process 
and finished goods, market value is interpreted as repre- 
senting the net realizable value. Here again I cannot con- 
vince myself that it can be correct to adopt these two dis- 
tinct bases in connection with different types of stock. 

The whole of the assets of a business, for balance sheet 
purposes, should, I submit, be valued on the “going-concern” 
basis and not upon the basis of their break-up value. When, 
therefore, we apply the replacement principle to stores and 
raw materials, are we correctly applying the “going-con- 
cern” principle? For stores and raw materials are not held 
with a view to resale in their existing form, but as com- 
ponent parts of manufactured goods. 

All the various types of inventory, namely stores, raw 
materials, process and finished stock and also forward con- 
tracts for the supply of raw materials, are all merely stages 
in a continuous process which results in the production of 
manufactured products. It seems to me, therefore, that 
the same principle should apply to all of the different types 
of stock and the only principle which, it seems to me, can 
be applied is the net realizable value in the form of finished 
products. That I suggest is the measuring stick that should 
be applied to all of the different classes of inventory. 

My interpretation of the meaning of cost is, in the case 
of raw materials and stores, the year’s average cost for 
each class, i.e. the opening stock plus the cost of the year’s 
purchases divided by the total quantity. If this basis of 
calculation is impracticable, then I suggest that cost should 
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be calculated by taking the latest invoiced prices plus, of 
course, direct expenses such as freight, duty, landing 
charges, etc. 

As regards process and finished stock, I suggest that 
cost should be standard cost, which would be based on the 
current cost of raw materials and direct labour and over- 
heads on the basis of a normal volume of production. 

In my experience the most common basis of valuation is 
current cost and not standard cost, which will often give a 
widely different result. For example, the percentage of 
overheads will rise and fall with the volume of production 
and, therefore, for this reason the same item of stock, other 
things being equal, will be valued at a different figure at 
the beginning and the end of the year if the overhead per- 
centage has fluctuated. If, therefore, the volume of pro- 
duction is falling, the overhead percentage will rise and, 
therefore, at the end of the year the stock will be written up 
to a higher value than at the commencement of the year. 
This does not seem to me to be correct, as it represents load- 
ing on to the stock the cost of idle capacity. 

On the other hand, if valued at standard cost, then an 
individual item of stock will appear at the same value at 
the beginning and the end of the year, unless, of course, the 
standard has been changed due to variations in the cost of 
raw materials and/or labour, or variations in overheads due 
to altered production methods or efficiency. 

Based upon the principle of the lower of cost or net 
realizable value in the form of finished products, the various 
classes of inventory would be valued as follows :— 


Stores 

Stores are held for use and not for sale in their crude 
form. For example, coal represents an essential element 
in the production of the power required for manufacturing 
purposes. 

I suggest, therefore, that the production account for 
each year should be charged with the actual cost of the 
coal consumed regardless of the fact as to the accounting 
period during which that coal was purchased. If, therefore, 
coal purchased in a preceding year is consumed in the fol- 
lowing year, the basis of valuation for balance sheet pur- 
poses should be cost. 
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If, for example, at the date of a balance sheet the re- 
placement value of stores is below cost, this does not mean 
that a loss has been incurred, but merely that the stores 
could have been purchased cheaper. If the stock is written 
down to the replacement value, then an artificial loss is 
added to the cost of stores for the past year and the cost 
of stores for the coming year is artificially reduced by a 
corresponding amount. In consequence the true cost of the 
stores consumed is not shown by the accounts of either of 
these years. 

If the sale prices of the manufactured products show 
a profit margin, then a profit will be realized when the 
stores in question are eventually sold in the form of manu- 
factured goods. In these circumstances, I suggest that cost 
is the correct basis of valuation for inventory purposes and 
that it could not be contested by an auditor. 


Raw Materials 

In my experience the common practice in the case of 
raw materials is also to value at the lower of cost or re- 
placement value. I submit, however, that the basic prin- 
ciples should be the lower of cost or the net realizable value 
in the form of finished products. 

Here again, if the replacement value of raw materials 
in stock at the date of the balance sheet has fallen below 
the cost price, no loss will result if there is a profit margin 
on the sale price of the finished products. 


If, however, the selling price of the finished products 
has fallen at the date of the balance sheet and the cost 
of production plus selling and distribution charges in total 
exceeds the selling price, then, if that selling price is main- 
tained in the ensuing year, it means that an actual loss 
will be incurred when the raw materials in stock are sold 
in the form of finished products. In these circumstances, 
therefore, I submit that the raw materials unquestionably 
should be written down to such a level that, as nearly as 
can be estimated, no loss will be incurred in the succeeding 
year upon the sale of the corresponding finished products. 

Quite apart from theoretical principles, it is obvious 
that, if selling prices are at an uneconomic level, then a 
dangerous situation has developed and, therefore, that it 
is advisable to adopt a conservative basis of inventory valua- 
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tion. In such circumstances, however, the valuation is 
largely a matter of judgment. 


Forward Contracts for the Supply of Raw Materials 


Manufacturers commonly maintain forward cover in 
order to ensure supplies of raw materials. The question 
arises, therefore, as to whether, if at the date of the bal- 
ance sheet the market price of the particular materials is 
below the forward contract price, provision must be made 
in the past accounts for the difference. 


In a case where a manufacturer fixes a forward con. 
tract for the sale of his products at a fixed price, the only 
prudent course is for him immediately to cover the cost of 
his raw materials by placing forward contracts, so that in 
this way his profit margin may be secured. If at the date 
of the balance sheet the market price of these raw materials 
was below the forward contract price, I cannot see any 
reason, except cautious finance, why provision for the dif- 
ference should be made in the past year’s accounts. No 
loss has been incurred or will be incurred if the sale price 
of the finished products leaves a profit margin after pro- 
viding for the cost of production, etc., taking the raw 
materials at the purchase contract prices. 


In the same way, if forward contracts have been placed 
to provide raw materials for general requirements, that is 
to say in respect of manufactured goods which have not 
yet been sold, if the market price of the raw materials has 
fallen, it is no doubt a sound financial policy to provide for 
the difference, but, in my opinion, this is not essential, if 
there is a profit margin on the selling prices of the finished 
products. 

If, however, there has been a heavy fall in selling prices, 
for example owing to a price war, then it may be that the 
profit margins are wiped out and that, if these selling prices 
maintain, then at the contract prices for the raw materials, 
an estimated loss will be incurred when the manufactured 
goods are sold. 

In these circumstances undoubtedly provision should be 
made in the past year so that, so far as can be estimated, 
the coming year will not incur a loss on the sale of the 
products manufactured from these raw materials. Here 
again, therefore, it is submitted that the governing factor 
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is the net realizable value of the finished products that will 
be manufactured from these raw materials. Nevertheless, 
circumstances may be encountered that require special con- 
sideration. 

For example, supposing in the case of a manufacturer 
who, at the date of the balance sheet, has forward contracts 
representing, say, two years’ supply, it might be that the 
selling prices of the finished products at that time showed 
a profit margin with raw materials taken at these contract 
prices. 

Owing to the abnormal amount of the forward contracts, 
I suggest, however, that such a situation requires most 
careful consideration as it is impossible to forecast what 
selling prices will be for so long a period ahead. Therefore, 
very considerable risks are involved. 

In such circumstances the replacement value of these 
raw materials is not, in my opinion, the vital factor, which 
is that these heavy forward contracts expose an abnormally 
large area of vulnerability and a comparatively long time 
must elapse before either the wisdom or imprudence of 
the heavy buying of raw materials is capable of demonstra- 
tion and considerable risks are, therefore, involved. 

In these circumstances it is obviously impossible to esti- 
mate the realizable value of the finished products that will 
be manufactured from these raw materials. The treatment, 
therefore, of these forward contracts becomes, I submit, a 
matter of judgment. Upon the principle of sound financial 
policy and after weighing up all the circumstances of the 
case, drastic treatment may well prove to be the wise course. 

This, it is submitted, in no wise impairs the validity of 
the basic principles which I have advocated, for it will be 
appreciated that, as the circumstances expostulated are 
quite exceptional to the business, they require special treat- 
ment in the accounts. 

In connection with this whole question of forward con- 
tracts the recent Pepper Pool case is of very great interest. 
Time does not permit of my dealing with all the circum- 
stances of that case, but I think that the lesson to be 
drawn from it clearly is that, if there are forward contracts 
and the amounts involved are abnormally high, obviously 
a speculative situation exists that may result in serious 
losses. In such circumstances, therefore, it is necessary 
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that these facts should be made clear in a prospectus and 
also, I submit, in a balance sheet. 


Process or Partly Manufactured Goods 

In the case of process and also finished stocks, the most 
commonly accepted principle in practice is, I think, the lower 
of cost or net realizable value. 

Following the principles which I have enunciated, I sug- 
gest that the basis should be the lower of current standard 
cost or the net realizable value in the form of finished products. 
I also suggest that process stocks should be taken as a whole 
and valued on these two bases, the lower total of which 
would be adopted for balance sheet purposes. 

The net realizable value would represent the sales price 
less allowances, selling and distribution charges, and the 
cost of completion of manufacture. You will appreciate that 
there is no question of anticipating profit by the adoption 
of this basis, as the net realizable value is only adopted if 
it is below cost and, therefore, there is no question of any 
profit in the valuation. The standard cost would cover raw 
materials, direct labour and direct works overheads, applic- 
able to the partly manufactured goods. 

The cost should not include selling, distribution and ad- 
ministration charges. 

As regards the raw material content of the process stock, 
if the above basis is adopted, I see no reason, apart from 
the dictates of financial prudence, why the raw material 
content must be written down to replacement value if that 
is below cost value at the date of the balance sheet. 


Finished or Completely Manufactured Goods 
I suggest that exactly the same principle should be 
applied as in the case of process stocks, except that with 
finished goods the net realizable value will be represented 
by the sale price less allowances, the costs of selling and 
distribution. 


Damaged and Obsolete Stocks 
In the case of all classes of the inventory, damaged and 
obsolete goods should be written down to the amount it is 
estimated that these goods will realize when sold in the 
form that it will be possible to dispose of them; in some 
cases this will be in the form of second-grade products and 
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others in the form of scrap. Here again allowance must be 
made for the costs of selling and distribution. 


Unsold Produce 

In the case of tea, coffee and rubber estates, tin dredg- 
ing and mining undertakings, it is a common practice to 
value the unsold production at the date of the balance sheet 
at the net amount subsequently realized. The object of 
this practice is to credit each year with the total amount 
realized upon the sale of the production of that year. In 
such cases, when at the time the accounts are being com- 
pleted the whole of the unsold production has, in fact, been 
sold, there can be no objection to this practice. This stock 
should be described in the balance sheet as “at net amount 
subsequently realized.” In this way, it is made clear that 
the profit has been put back into the year during which such 
stock was produced. It will be appreciated, however, that 
this practice is a distinct departure from the ordinarily 
accepted principles of inventory valuation. It is, however, 
the established practice in the case of undertakings of the 
type referred to. 

Conclusions 

Considerations of financial policy commonly result with 
the adoption of a conservative basis of inventory valuation 
and this, of course, is obviously prudent, but this financial 
policy is quite apart from the question of the basic prin- 
ciples that should govern inventory valuation. 

It is, however, of great importance that consistent bases 
should be adopted from year to year, otherwise, if the basis 
of valuation is altered, the operating results for the year 
will be distorted. In my view, it is of the utmost importance 
that the proprietors of a business should be given a clear 
view as to the normal earnings for the year under review. 
If, therefore, the basis of inventory valuation has been 
altered and the amounts involved are material in amount, 
then, in my opinion, this fact and the amount involved 
should be made clear to the proprietors of the business. 

I am afraid that to-night I have, in all probability, 
merely increased the confusion of thought on this particular 
subject, but may I conclude by suggesting that the newly 
formed Accounting Research Association should endeavour 
to clear our minds upon this matter, which is of such vital 
concern to the industrial world. 
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ACCOUNTING FOR REVENUE OF TIME SALES 
FINANCING COMPANIES 


By V. Randolph Clerihue, Chartered Accountant, 
Vancouver, British Columbia 


7 audit of a time sales financing company raises the 

point of ascertaining, at period ends, the amount of un- 
earned discount charged to debtors for notes discounted. 
It is the purpose of this article to present a method of as- 
certaining the amount of discount earned monthly as dis- 
tinct from the total amount charged as discount by such 
a finance company. 

As a means of stating the problem and providing an 
example for its solution, the following transaction is cited: 

To pay the balance due on an automobile purchase, a 
note for $600.00 is discounted at 8 per cent. with a finance 
company. This note is to be paid off in twelve monthly 
instalments of $50.00 each. Accordingly the discount of 
$48.00 is earned over the period of twelve months. How- 
ever, as there are decreasing amounts of principal unpaid 
(as monthly payments are made) the simple method of 
dividing $48.00 by twelve and taking $4.00 per month as 
revenue is not accurate. 

Obviously the maximum monthly discount revenue will 
be in the first month, when the greatest amount of principal 
is outstanding; the minimum will be in the twelfth, or last 
month of the term of the note. It will be realized, also, 
that the ratios of the monthly discount revenue are 12 to 
11 to 10 to 9, and so on to 1. In other terms, the successive 
monthly discount revenue is a proportion of the total of 
$48.00 represented by fractions of that amount, of which 
the common denominator is the sum of the numbers from 
1 to 12 inclusive, ie. 78. The numerators are 12 for the 
first month; 11 for the second; and on to 1 for the twelfth 
month. 

To find the monthly apportionment of the discount rev- 
enue in the example cited, the $48.00 is divided by the com- 
mon denominator 78, giving a quotient of .6154 dollars 
(61.54 cents). This quotient will be put in the adding 
machine and successively added to itself, registering each 
sub-total to the twelfth, which will be the final total of 
$48.0012. With the necessary fractional adjustments of the 
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unit figures in the cents column, and reversing the order of 
the items in the column, the following table of monthly 
revenue is obtained: 





Month Monthly Revenue 
Be Sieoey een se ae eee dewesKbes $7.38 
DD RGR haw ete eeewne sans 6.77 
PURGE CESK ATANKON eaerebawens 6.15 
 s1aP Lata waS Siew bwe ees ee ee 5.54 
Dy Ltaviatareweuvooranedvanees 4.92 
O34 Ciint hase e set RI hee Re 4.31 
DD, LEG eas VTADR NSA STARE ERSS 3.69 
Leaves evetateneew sun anaes 3.08 
P. pain a Vie Oe Pen sean heeewN soos 2.46 

_ ee Rice eee eee eee eee e ees 1.85 

— OC ee re Pee eT eet 1.23 

MP “iuivebe seed eeakoawegaseeau .62 

$48.00 








In the numerous monthly transactions, such as the above, 
of a finance company, it is not necessary to work each dis- 
count amount out by itself. The total of the discounts on 
six months’ paper may be worked out as one calculation. 
Likewise the totals of seven, eight, nine, etc. months are 
worked out on their respective bases. 

Although a table of sums of consecutive numbers may 
readily be prepared with an adding machine, it may be of 
interest to give two formulae for calculating the sum of 
consecutive numbers: 

First: x — Highest number in a series commencing at 1. 

Formula: x?+x. 

2 

Second: (This may be used for any consecutive series, 
whether starting from 1 or any other number) 

a = Lowest number in series 

z = Highest number in series 

x = Number of items in series 

Formula: x(a+z). 

2 

Journal Entries—For the benefit of the junior students, 

the relative journal entries are given: 
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Upon discounting the note, the entry is: 


Se ES oe cir vatwunwaerend $600.00 
ED is vas vewavaes devas $552.00 
Discount wnenrmed ..............6. 48.00 


At the end of the first month, the rev- 
enue is recorded thus: 

rr 7.38 
ey SNE ike isisenseeess 7.38 

Subsequent months according to the table above. 

The balance in the discount unearned account, at any 
period end, should be deducted from the sum of the Notes 
Receivable on the balance sheet. 

The management of a finance company may claim that, 
after a year or so of operation, there will be an insignificant 
difference between the amounts of discount charged and 
discount revenue. However, as the auditor will be called 
upon to report on the balance sheet, he requires to know 
the amount to be deducted from the gross notes discounted, 
to establish the figure due from such debtors at the date of 
the balance sheet. In the example given herein, if the note 
were discounted on the first of October, it would have an 
asset value of only $572.30 at 3lst December; i.e. $600.00 
less $27.70 unearned discount. 

It may be of interest to comment on the true discount 
rate earned in the example used in this article. Taking the 
discount earned the first month, it will be seen that the 
principal then outstanding was $552.00. Therefore the an- 

7.88x12x100 _ 16% 





nual rate will be oe 
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ACCOUNTING BY TABULATING MACHINES 


Professor Philip H. Hensel, 
University of Western Ontario, London 


A COUNTING has within the last ten years been revolu- 

tionized by the adoption of tabulating equipment, which 
includes devices for making original records of information, 
and also for distributing or analyzing these records in any 
manner required. In other words, the equipment effects 
substantially the same purpose as columnar journals, but 
the tabulating equipment effects the distributions and gives 
the total with a facility and speed that cannot be obtained 
with columnar journals. Special adaptations of these ma- 
chines and of the forms used with them have been worked 
out to suit practically all the common varieties of repetitive 
work in accounting. 

The tabulating-machine method was originally designed 
for work on the United States federal census. Later, busi- 
ness men found it adaptable to various statistical uses— 
such as the compilation of actuarial data and the analysis 
of sales statistics. It was then found that the tabulating- 
machine method could be used to advantage in making 
pay roll distributions and in preparing pay rolls. Similar 
procedures were applied to materials. From a beginning 
such as this, the use of the tabulating-machine method for 
accounting purposes has gradually developed. 

Accounting by tabulating machines is fundamentally a 
system of cross-indexing. All information regarding each 
individual transaction is reduced to a numerical basis, such 
as account number, customer number, employee number, 
department number, and so on, after which these numbers 
and amounts are represented by holes punched in predeter- 
mined positions on the card, according to the information 
registered. One card is punched for each item or transac- 
tion. These cards serve to actuate the mechanism in which 
they are subsequently placed. 

The tabulating card can be ruled to show a variety of 
information. It must, however, be of uniform size. From 
an accounting standpoint, the tabulating card may be viewed 
as a detail-voucher, journal entry and ledger entry com- 
bined. Considering the general accounting procedure as 
consisting, then, of a journal and ledger entry, the tabula- 
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ting system may be said to resemble a regular bookkeeping 
system where, instead of copying journal entries into dif- 
ferent ledger accounts, the actual writing is cut out of the 
journal and pasted on the ledger page, thereby avoiding 
all copying. The punching of the tabulating card may be 
likened to the original writing of the journal entry. The 
sorting and filing of the cards replace the copying of the 
journal entry into the ledger. The filing of the card con- 
stitutes the ledger. 

Key Punch—The information contained in original docu- 
ments is recorded on the cards by a key punch which is 
operated like a typewriter. The data desired on the tabu- 
lating card is recorded by placing the card in the key punch 
and punching in each column the numbers which designate 
the information to be recorded. 

Sorter—After the cards are punched, they are filed away. 
At the end of the period of time for which the data is 
being collected, the cards are run through a machine called 
a sorter. The cards are fed into the sorter by the operator, 
and this machine sorts them according to one of the classi- 
fications shown by the columnar heading on the cards. The 
sorter groups all cards of similar classification and at the 
same time arranges such classifications in numerical se- 
quence. 

Tabulating—After the cards are sorted they are run 
through the tabulating machine, which is a combined adding, 
subtracting and printing machine. Each tabulating machine 
is so designed that it provides complete flexibility in the 
arrangement of the compiled and printed data on the report 
form. 

In addition to the basic machines enumerated, many 
auxiliary machines and devices have been developed for 
the purpose of accomplishing automatically the supplemen- 
tary tasks related to the classifying, compiling and printing 
of data. This written record of the data on the cards can 
be used as journals or voucher registers. In fact, its uses 
are varied. The machine is adaptable to the preparation of 
bills, invoices, accounts receivable statements, physical in- 
ventory lists, stockholders’ records, classified lists, direc- 
tories, address labels, packing slips, etc. 
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Some Applications 

To illustrate the use of tabulating machine equipment 
a few applications will be cited. 

Accounts Receivable—The application of accounts re- 
ceivable to tabulating machines is a relatively new develop- 
ment. Prior to the perfection of printing tabulators, the 
tabulating method was not used extensively in general ac- 
counting work because of the desire of printed records. 
Printing equipment has greatly increased the value of the 
tabulating machine for general accounting. This is particu- 
larly true of the application of accounts receivable. 

Any method of handling accounts receivable must fulfil 
certain definite requirements. These may be stated briefly 
as follows: 

1. The prompt and accurate recording of all detailed 

charges and credits to each customer’s account 


2. The preparation of a periodic trial balance 

3. The preparation of customers’ statements 

4. Periodic aged trial balance 

5. Transcript or history of any account—(Valuable for 
credit purposes) 

6. Miscellaneous statistical information. 


The tabulating method meets these requirements with 
amazing flexibility and speed through its unique, proven 
approach. 

As each sale is made, it is recorded on a customer’s card. 
These accounts receivable cards are then filed by customer’s 
number. This file is controlled by the general ledger ac- 
counts receivable control. As payments are received, the 
cards representing the specific invoices paid are taken from 
the file and punched for the date paid, discount taken, if 
any, exchange or miscellaneous charges, and the net cash 
received. From these cards the statement of daily cash 
receipts or cash receipts journal may be prepared. This 
is, of course, balanced to the cashier’s blotter, and the cards 
are filed in a paid file in customer number sequence. When 
partial or over-payments are received, additional cards are 
punched to reflect the variation from normal and to main- 
tain the complete accuracy of both the accounts receivable 
and paid files. This work is done daily so that at any 
time the accounts receivable file shows the outstanding 
amount by specific item which each customer owes. Fur- 
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thermore, a simple but accurate check is made of each pay- 
ment received to ensure that unwarranted discounts are not 
taken by customers. 

Since the accounts receivable file contains only those 
items which are outstanding, the preparation of the cus- 
tomers’ monthly statements is a very simple matter. The 
accounts receivable file which is practically the accounts 
receivable subsidiary ledger is always kept in balance with 
the general ledger control. The statements are prepared in 
duplicate—the original being sent to the customer and the 
copy filed in the general accounting office to facilitate the 
application of the items received against the specific in- 
voices. A detailed aged trial balance may then be prepared 
to serve as a check on the accounts receivable control total 
in the general ledger, and also to assist the credit manager 
in his duties. 

This system meets all the requirements of modern busi- 
ness with a facility impossible under manual methods. The 
speed and inherent accuracy of the tabulating equipment 
speeds collections and thus offers possibilities of very close 
control over credit. Accurate application of funds received 
is made possible and the system is ideally simplified for 
auditing. 

Accounts Payable—The application of this equipment 
in accounts payable is particularly adaptable to a firm pur- 
chasing a variety of materials from a number of suppliers. 
If a situation occurred where a company required only one 
or two classes of material and these were purchased from 
a very limited number of suppliers, the problem of main- 
taining records of their outstanding accounts and the dis- 
tribution of the purchases could be easily handled by manual 
methods. 

Such a condition, however, seldom exists in the present 
complex structure of businesses. Usually, a business must 
purchase a great variety of materials from a comparatively 
large number of suppliers. The more complex the require- 
ments of the business, the more apparent are the advantages 
of the use of tabulating machines. To maintain a satisfac- 
tory credit standing, a company must meet its obligations 
promptly. This becomes more and more important when 
discounts are allowed for the prompt payment of accounts. 
A quick and accurate control of accounts payable can easily 


482 








ACCOUNTING BY TABULATING MACHINES 


earn substantial profits for the user of this modern equip- 
ment. 

As invoices are received in the accounting office, they 
are checked, and a distribution of the purchases to depart- 
ments and account numbers is noted. An adding machine 
total of the invoices forms the credit to the accounts pay- 
able control account. An accounts payable card is punched 
for the total amount of every invoice to be paid on account. 
The cards are then sorted by due date and filed in this order 
in the accounts payable file. Every day the cards filed under 
that date are taken from the file. They are immediately 
sorted by vendor number and are then listed on the tab- 
ulator. This list may be used as a voucher for the issuance 
of cheques to pay the accounts. From this list cheques 
are prepared. The total of all cheques for any given day 
should be taken as a debit to the accounts payable control 
account. At any time the total of the accounts payable 
file should be in agreement with the balance in the corres- 
ponding general ledger control account. If desired, a second 
set of cards may be punched for each item of distribution 
on the invoices. 


Use in Cost Accounting 

Equipment of this sort has a great many applications 
in cost accounting work since labour records may be handled 
very effectively thereby. Every worker punches a weekly 
clock card on a tabulating card form. At the end of the 
week, these cards are key-punched for employee number, 
date and total time. For every job, direct or indirect, a 
tabulating card is made out. Each day these cards are 
coded, extended, and punched to show employee number, 
job number, hours, labour cost, and so forth. At the end 
of the week, clock cards and job cards are placed together, 
sorted by employee number, and tabulated. 

From the tabulated pay-roll, regular pay cheques may 
be made out. Again, if it is desired, workers may be paid 
with cheques made out on tabulating cards. Such cheques 
might be punched with the information which they bear. 
Before the cheques are distributed, a cheque register may 
be made up by tabulating these card-cheques. After the 
pay cheques are returned by the bank, they are sorted on 
cheque number and tabulated to provide a reconciliation of 
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returned cheques with the bank statement. The cheques are 
then filed away by employee number. 

At the end of the year, or such other times as the in- 
formation may be desired, it will be a simple matter to 
compile reports of total wages of each employee for income 
tax purposes. 

Records may also be made for materials requisitioned 
from stores, the cards being punched to show the kind of 
material by account number and the order to be charged; 
by sorting and accumulating them it is possible to get the 
total amount of credits to different material accounts, and 
corresponding debits to order numbers for materials taken 
out of stores. Physical inventories may be tabulated in the 
same way. The tabulator will not only accumulate the 
amounts of material issues, or labour tickets, on the machine 
indicator, but also will make a printed list of the items, 
which may be used as part of the permanent record. 

Burden items may be handled and distributed in much 
the same manner. The source of the overhead expenses 
of a business are indirect labour, indirect materials, and 
expenses. Cards for these three types of items may be 
brought together in a temporary file. There are the in- 
direct labour cards, separated from the direct labour cards 
after the pay roll has been taken off. There are the indirect 
material cards, separated from the direct material cards; 
and the expense or service cards, which come direct from 
the punch operators, after having been punched from in- 
voices or journal vouchers. All of these cards may be 
punched to show to which department or account number 
the item is to be carried. At the end of the month all cards 
in the temporary file may be tabulated and sorted in any 
way desirable. In this manner, it is possible not only to 
accumulate burden charges to give summary journal entries, 
but also to distribute burden to jobs and departments. 


Conclusion 


Bookkeeping or accounting fundamentally is the art of 
recording commercial and financial transactions in a regular 
or systematic manner. Its object is to make an accurate 
record of all such transactions in such a way that the state 
of any account, the profits and losses resulting from any 
department of the business and the assets and liabilities 
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are readily ascertainable. These principles have not changed 
no matter what artifices have been adopted to achieve the 
results. So that whether quill pens and large volumes beau- 
tifully bound in calf or the most complicated machines be 
used, the same results are still produced. 

A comparison of the books of a concern using hand 
methods with those of a similar concern using machines 
will reveal an amazing difference in procedure, although, of 
course, the results will be similar. Whatever system is used 
the error factor must be given continual attention. It is 
maintained that the error factor in accounting often costs 
more than the accounting itself would cost if it were done 
correctly. 

In theory, manual methods of accounting should be ac- 
curate, but it is a well-known fact that in actual practice 
inaccuracies occur frequently. In a system using tabulat- 
ing equipment the error factor is reduced to a minimum 
because: 

1. The average person can punch_ figures far more ac- 
curately by means of a keyboard than writing them by 
hand. 

2. In the tabulating system the error factor is reduced 
to the lowest possible proportion, because once the 
basic information is recorded in the form of punched 
holes and checked and verified, there can be no fur- 
ther opportunity for error—no matter in how many 
ways the basic information has to appear, because the 
functioning of the sorting and tabulating machines 
remains wholly automatic, and the machine auto- 
matically translates the holes in the cards into printed 
letters and figures. 

3. The opportunity for error in posting is eliminated. 

In summary the use of th 2 tabulating machine method 
of accounting shows the following advantages over manual 
methods: 

1. Elimination of error to the greatest possible degree 

is obtained 

2. More accurate standard of work can be determined 

38. More regular control and better safeguards are 
secured 
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. Complete detailed statistical and accounting infor- 
mation is more readily obtainable 

5. Speed of production 

6. The finished work and report are far more legible 

and neat 

7. Clerical and general economy. 

Speed is essentially a vital factor in securing data for 
if figures are not available for use when desired, their value 
is greatly diminished. 

The question of when to use tabulating equipment, how- 
ever, requires thorough study. Its use, nevertheless, is 
growing rapidly. The enormous amount of financial and 
statistical data which is assembled, analyzed, classified, 
divided and subdivided, grouped and regrouped, subjected 
to computation and recomputation, and otherwise utilized 
in obtaining, recording, reporting, and interpreting account- 
ing figures would be impossible without the aid of many 
kinds of mechanical devices. 

The speed with which original data can be punched, 
analyzed and summarized, combined with the enormous var- 


iety of permutations and combinations of data easily obtain- 
able with its aid, limits the usefulness of tabulating equip- 
ment to a concern only by the quantity and character of 
information desired. 
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Matters of Interest to Members 


President’s Visit to Western Institutes—During the latter 
part of May our President, Mr. George E. Winter, F.C.A., 
visited the Institutes in Alberta, Saskatchewan and Man- 
itoba and met the Councils of these Institutes at Calgary, 
Regina and Winnipeg, and groups of members at Saskatoon 
and Edmonton. 

Annual Meeting of the Association—As announced in the 
May issue of THe CANADIAN CHARTERED ACCOUNTANT the 
Thirty-Fifth Annual Meeting of The Dominion Association 
of Chartered Accountants will be held in the Georgia Hotel, 
Vancouver, August 16th to 19th inclusive. Some of the 
items of the programme, which is approaching its final form, 
are: 
Monday, 16th August—Meetings of the Executive Com- 

mittee and of the Council. 

Tuesday, 17th August—Registration begins, meeting of 
the Council, the President’s luncheon to council 
members, and informal reception to the visiting 
members and their ladies. 

Wednesday, 18th August—First general session, ad- 
dresses of welcome by Provincial and Civic officials, 
the council’s and other reports, golf tournament 
and supper dance. 

Thursday, 19th August—General session all day, papers 
read, discussions of professional matters, luncheon 
at which the members are guests of the British 
Columbia Institute, annual banquet. 

Friday, 20th August—Trip to Victoria where members 
and their ladies will be the guests of the members 
living in Victoria. 

A copy of the programme will be reaching members well 

in advance of the annual meeting, and will also be published 
in our July and August issues. 


International Congress on Accounting 
The next meeting of the International Congress on Ac- 
counting will be held 19th to 24th September 1938 in Berlin, 
Germany. A cordial invitation has been extended by the 
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Institut der Wirtschaftspriifer, Berlin, to the members of 
the Dominion Association to be present. The Executive 
Committee of our Association expects that an official repre- 
sentative to the Congress will be appointed at the annual 
meeting in Vancouver next August. 










Our Contributors This Month 


GrorcE F. CAMERON whose essay, “Municipal Budgeting 
with respect to Urban Municipalities” is published this 
month, was born at Wadena, Saskatchewan. After com- 
pleting his high school work at the Nutana Collegiate In- 
stitute, Saskatoon, he entered the University of Saskatch- 
ewan and completed the accounting course in 1929 and holds 
the degree of Bachelor of Accounting. He served his ap- 
prenticeship in the office of Stempel & Patrick, chartered 
accountants, Saskatoon, and after passing the final exam- 
ination of the Institute of Chartered Accountants of Sas- 
katchewan in 1932 was admitted a member of the Institute. 
In 1935 he was engaged as accountant for the City of York- 
ton, Saskatchewan, which position he now holds. 



















V. RANDOLPH CLERIHUE, who has contributed to our pages 
on two previous occasions, was born in Manitoba and has 
lived in British Columbia from early childhood. He went 
overseas with the Canadian Infantry in 1916 and was later 
transferred to the Royal Flying Corps. On his return to 
Vancouver in 1919 he served his term of articles in the 
office of a chartered accountant and having passed the ex- 
aminations was admitted a member of the Institute of 
Chartered Accountants of British Columbia in 1927. After 
acting for a time as clerk and treasurer of a small city in 
the interior of British Columbia and subsequently in the 
administration of Canadian Airways, Limited, in British 
Columbia, he opened an office of his own, and is now in 
practice as a chartered accountant at Vancouver. 





















FREDERIC RupoOLF MAcKLEY DE Pau.La, whose address on 
the valuation of inventories appears this month, is a dis- 
tinguished member of the Institute of Chartered Account- 
ants in England and Wales and is Controller of Finance of 
the Dunlop Rubber Company, Limited, St. James Street, 
London. In addition to his contributions from time to time 
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to accounting publications, Mr. de Paula is the author of 
“The Principles of Auditing,” the eighth edition of which 
was published in 1936. 


Proressor Puiuip H. HenseEx of the University of Western 
Ontario writes this month on the subject of accounting by 
tabulating machines. Other recent articles by him ap- 
peared in the January and March issues. 


Deserving Honours Bestowed 

The members of The Dominion Association of Chartered 
Accountants will be interested to learn that President 
Sidney Earle Smith of the University of Manitoba received 
the honorary degree of Doctor of Laws (LL.D.) at the 
Convocation of Queen’s University, Kingston, 7th May last. 
Dr. Smith, it will be recalled, addressed the annual meeting 
of our Association which was held in Winnipeg in Septem- 
ber 1935. 

Queen’s University also on this occasion conferred a 
similar degree on Walter Seymour Allward, the distin- 
guished Canadian sculptor and designer of the Vimy War 
Memorial. 


Advertising Agency Accounting 
In the make-up of last month’s issue the printer’s galley 
containing the concluding paragraphs of Mr. Jubien’s fine 
article, “Advertising Agency Accounting,” evidently became 
misplaced, with the result that these paragraphs unfor- 
tunately did not appear. We greatly regret the omission 
and hasten to include this month the following paragraphs 
which should have appeared on page 396 of the May issue. 
“General 

“The agency’s invoices to clients covering space and 
production are usually subject to a cash discount for 
payment within ten days or net thirty days. Invoices 
covering radio and outdoor are usually net and the date 

of payment depends on when the agency is required to 
make payment to radio stations and poster companies 
—usually thirty days from date of invoice. As a result 
the majority of the outstanding accounts on the books 

of an agency are paid at least every thirty days and 
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bad debts are comparatively few. Corresponding to the 
inventory account in a manufacturing business the ad- 
vertising agency has its production account. This is a 
control account of the open items in the production bill- 
ing ledger which represent reproduction materials not 
yet billed to clients. As previously mentioned, the ac- 
counts payable space control account can be subdivided, 
if desired, by each type of media. Similarly, the accounts 
for space billings and space costs can also be subdivided 
by type of media. 

“Nothing has been said here pertaining to the keep- 
ing of cash receipts records, journals, summarization 
of billing invoices, etc., as it is felt that these opera- 
tions do not differ greatly from those in other types of 
business, and are records with which all accountants 
are undoubtedly familiar.” 




















Library Catalogue of English Institute 

We gratefully acknowledge the receipt from the Library 
Committee of The Institute of Chartered Accountants in 
England and Wales a copy of the Library Catalogue (vol- 
umes one and two) of the Institute which has just been 
published. 

“The present catalogue,” according to the Preface, “con- 
cerns itself with books and pamphlets only as it is consid- 
ered that the journalism of accountancy is adequately in- 
dexed in the periodicals which publish it to say nothing of 
the American Accountants’ Index and its supplements, which 
contain references to British periodicals.” 

Volume one (cloth, 262 pp.)—Subjects and Authors—con- 
tains the full list of books on every subject within the scope 
of the library, except bookkeeping. 

Volume two (cloth, 266 pp.)—The Bibliography of Book- 
keeping—contains a list of the Library’s fine collection of 
works on bookkeeeping both new and old. 
























Scientific Management 

Speaking at a recent meeting of the Montreal Branch 
of the Engineering Institute of Canada at which were also 
present members of the Society of Chartered Accountants 
of the Province of Quebec, the Canadian Society of Cost 
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Accountants and Industrial Engineers, the Chartered In- 
stitute of Secretaries and the Montreal Personnel Associa- 
tion, Harry Arthur Hopf, an authority on business organ- 
ization, charged that human development is not keeping 
pace with the size of corporations. He defined manage- 
ment as “the direction of a business enterprise, through 
the planning, organizing, co-ordinating and controlling of 
its human and material resources toward the achievements 
of a predetermined objective,” and claimed that nearly 
five billion dollars a year could be saved in the pay roll of 
the five million office workers of the United States through 
the application of sound principles and techniques of scien- 
tific management to clerical work. 

According to Mr. Hopf, supervision often breaks down 
because it is placed in the hands of technicians whose abil- 
ity to deal with things far outweighs their capacity for 
controlling the human beings for whose success they are 
responsible. As a result there is need for a new generation 
of executives who will be endowed with sufficient intel- 
ligence and scientific training to understand, accept and 
practise the principles underlying sound methods of control. 


Research of Office Machines 

A corporation, known as Office Machine Research, Inc., 
has recently been registered in the state of New York to 
conduct an independent and scientific investigation and 
analysis of office machines and to report monthly on the 
technical construction, the operative capabilities and the 
specific applications of machines now on the market and 
of all new developments as they occur. An established ser- 
vice of this nature has existed for some time in Holland 
and has recently been begun in Great Britain. The United 
States body while independent is affiliated with the com- 
panies in these two countries. 

Our readers will be interested to learn that the presi- 
dent of this research body is A. P. Richardson, former 
editor of the Journal of Accountancy. Among the members 
of the advisory board are John B. Niven, a past president 
of the American Institute of Accountants, and Eric A. 
Camman, a past president of the National Association of 
Cost Accountants. 
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PROVINCIAL NEWS 


ALBERTA 


Following are the results of the examinations of the 
Institute of Chartered Accountants of Alberta held in April, 
1937: 

Final Examinations Passed—J. Kerr, F. E. Maxie, and 
F, A. Rutherford, Calgary; J. G. Duncan, J. E. McIntosh, 
and A. J. Shankland, Edmonton; J. A. Brennan, Vancouver. 

Intermediate Examinations Passed—A. B. Ross and B. F. 
L. Symes, Calgary; W. R. H. Nash, Edmonton; D. G. Gaetz, 
Lethbridge. 

Primary Examinations Passed—G. R. McLellan, Calgary ; 
T. Chambers (with honours), A. D. Craig, and C. H. Douglas 
(with honours), Edmonton. 

Supplemental Examinations Granted—Final: W. M. Ander- 
son (Law of Executors and Company and Partnership Law), 
G. E. Gee (Accounting #3), E. R. Roach (Auditing), Ed- 
monton; A. Paterson (Accounting #1), Lethbridge; J. W. 
Brown (Accounting #1), San Francisco. Intermediate: A. 
F. Dixon (Accounting +1 and Mathematics), J. G. Chaston 
(Mathematics), T. A. Humphries (Accounting #1), T. Logie 
(Mathematics), Calgary; G. I. Card (Statutory Law), Ed- 
monton. Primary: H. J. Bishop (Arithmetic), A. V. John- 
ston (Arithmetic), C. N. Mawer (Arithmetic), Calgary. 

Medal and Prizes—The Institute medal and prizes were 
awarded as follows: Bronze Medal: Primary, T. Chambers; 
Prizes: Final, A. J. Shankland; Intermediate, D. G. Gaetz. 
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STUDENTS’ DEPARTMENT 


R. G. H. SMAILS, C.A., Editor 





NOTES AND COMMENT 


This issue contains the second and concluding instalment 
of extracts from the article by Mr. Howard F. Greene on 
“Technical Preparation for Accounting Examinations.” To 
this we would add only one piece of advice and that is: 
Keep fit. Last-minute cramming is not only of very little 
use (except for memorization of facts which are not con- 
nected with any reasoning process) but it also tends to 
impair mental and physical vigour. An examination can- 
didate should plan to get away from his studies a week or 
two weeks before his examinations begin and to resist the 
temptation to fill the gaps which seemingly exist in his 
knowledge at that time—in a word, to relax. The greatest 
aid to effective mental relaxation is physical activity. 

* * * 

The increasing complexity of the taxation system of 
this and other countries is rendering continually more im- 
portant the operation of efficient systems of accounting in 
all types of business concerns, whether large or small, and 
is enlarging substantially the usefulness of the professional 
accountant in his community. There may be sharp differ- 
ences of opinion in Great Britain as to the intrinsic merits 
of Mr. Chamberlain’s National Defence Contribution but 
the imposition of this tax will undoubtedly confront ac- 
countants with much the same type and quantity of prob- 
lems as did the notorious Excess Profits Duty of the war 
days. 


STUDENTS’ ASSOCIATION NOTES 


ONTARIO 

The annual dinner and election of officers of the Char- 
tered Accountants Students’ Association was held on April 
30th. 

“Canada’s Real Opportunities” was the subject of a very 
interesting address by the guest speaker, Mr. Nicholas 
Ignatieff of Upper Canada College. Using as a basis his 
own personal experiences and observations he expressed the 
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thought that the difficulties encountered in developing our 
natural resources presented a challenge to all Canadians 
and tended to produce a higher form of civilization than 
would be possible under less exacting conditions. 

Mr. D. A. Kidd, the president, reviewed the activities 
undertaken during the past year, making special mention 
of the lectures held in the fall. 

Feats of magic performed by Don Hudson and his as- 
sistant Mitzi Hudson provided the entertainment for the 
evening. 

The election resulted as follows :— 

Honorary President: Mr. A. B. Shepard, F.C.A. 

Past President: Mr. D. A. Kidd. 

President: G. F. Plummer. 

Vice-Presidents: L. Arnold, S. G. Hennessey. 

Secretary: J. Glendinning. 

Treasurer: G. S. Edwards. 

Executive Committee: G. Hutchings, G. Huggan, T. R. 

Caldwell, B. Willis, B. Matthews, D. S. R. Hepburn, 
H. C. Rogers, J. M. Blanch. 


PROVINCE OF QUEBEC 

The debate on “Resolved that Chartered Accountants 
should take an active part in Politics” which was held on 
May 18th in the York Room of the Windsor Hotel, was 
won by the affirmative side, argued by P. T. R. Pugsley 
and P. Vineberg; Samuel Druker and Hugh B. Savage up- 
held the negative. Robert Flood, group leader of the public 
speaking club of the Junior Board of Trade, acted as chair- 
man of the debate, which was judged by H. B. Fewkes and 
E. Collins, also of the Junior Board of Trade. A report of 
the debate will be published in next month’s issue of THE 
CANADIAN CHARTERED ACCOUNTANT. 

Mr. K. W. Dalglish, C.A., President of the Quebec So- 
ciety of Chartered Accountants, and F. W. Sharpe, C.A., 
Honorary President of the Students’ Society, were in at- 
tendance and favoured us with a few words. 

The granting of prize awards to those obtaining the 
highest marks in each of the examinations written, as well 
as to the one having the best aggregate marks, is a con- 
tinuation of the practice set last year when the first set 
of test examinations was held. Mr. H. C. Hayes, C.A., an- 
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nounced the winners of the recent examinations who were 
as follows:—Best Aggregate—A. Van Harris, Highest Ac- 
counting ‘‘A’’—Andre Leroux, Highest Accounting ‘‘B’’— 
Howard I. Ross, Highest Auditing—E. G. Black and H. B. 
Fisher, equal. 

The debate on May 18th was the last scheduled open 
meeting for the 1936-37 season, with the exception of the 
annual meeting which will be held early in June and at 
which time the election of officers for the coming year will 


take place. 
* * * 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by a practising 
chartered accountant of the Institute from whose examinations the 
problem is taken and represent his views and opinions. They are 
designed not as models for submission to the examiner but rather 
as such discussion and explanation of the problem as will make 
its study of benefit to the student. Discussion of solutions presented 
is cordially invited. 

PROBLEM I. 


THE INSTITUTE OF CHARTERED ACCOUNTANTS OF 
MANITOBA 


INTERMEDIATE EXAMINATIONS—MAY 1936. 
Bookkeeping and Accounts, Section II, Question 4, 


The balance sheets of Adams and Blake, two single proprietors, as 
at 3lst December, 1932, were as follows: 


Assets 
Adams Blake 
NOME aloo aais vo ine Wha ev ee oSadueee eee emer $ 1,600.00 $ 1,500.00 
PINT OE TIO oid cco ete db a see Bae CeleweSe 28,500.00 20,100.00 
TINE Orig 56s 55,0 Sales Sais 8S eeR A aeee 35,000.00 31,000.00 
RE NS oo Sis hrs dale, dace oe ASN os Sloe es LL | a a 
MERIT SUE NUNNNES ao, 0 sic Vin didi e sd. cdeurelsiaeduwaia wows PEO eisvicsse-s 
EI GS GONG 5 bodosias one ts bee eOrsnceaen 31,400.00 20,000.00 
NINMEME  Kss ih oe ase 54s aR OSA eee waa OER SHOOOIOO i iccciccs 


$140,500.00 $72,600.00 


Liabilities and Capital 


ENE SUNN oss sss oa Sa we cae eae ewe oes $32,940.00 $18,600.00 
SOOT ENENE MUU) Sos. caus s SN ew rarerdisin tion boule eee ee 4,000.00 
MUINRNI mecca sub aoe hn Kian we Csi Arne Sk. As Rg Rar See 107,560.00 50,000.00 


$140,500.00 $72,600.00 


On 2nd January, 1933, a partnership was formed on the basis of 
these balance sheets, subject to the following provisions: Adams’ 
valuation of goodwill was accepted, but the balance of Adams’ non- 
current assets were to be adjusted to 85 per cent. of the values shown. 
With respect to buildings and machinery, this was to be effected by 
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means of depreciation reserves. Blake was to assume sole responsi- 
bility for the collectibility of his accounts receivable. 

Profits and losses were to be shared two-thirds to Adams and one- 
third to Blake. 

The transactions for the year 1933 may be summarized properly 
as follows: 


OT ee oa ee a ee $275,000.00 
Expense (exclusive of items later accorded separate mention) 79,440.00 
I see 2s 3c kab ie. 6 66.6.8 oih's0.4:S.9.d ree eS 377,000.00 
ES AES SC NUINIBIE soos sais a bcddwe seseeeesecoason eee 375,000.00 
Disbursements— 
Ne Oe 365,500.00 
NS EE 9 Gi Girne as 56'S wo SS OW o Rae wee dls'e SOS ee 5,000.00 
SEND ih a cae ae a caahe es eae ued Raph idee bs ae 2,500.00 


On ist July, 1933, it was agreed that $10,000.00 of Blake’s original 
accounts receivable be written off, the remainder having proved colléct- 
ible. The land originally contributed by Adams was written down to 
the extent of $3,000.00. 

On 31st December, 1933, it was agreed that Adams and Blake be 
credited with salaries for the year of $5,200.00 and $3,000.00 respec- 
tively. The merchandise on hand was valued at $36,000.00. Adequate 
depreciation provisions were considered to be 2 per cent. per annum 
for buildings and 10 per cent. per annum for machinery, based on 
original costs. 

Prepare the balance sheet as at 3lst December, 1933, and state 
ment of Profit and Loss for the year then ended. 

On 2nd January, 1934, Carson was offered a share in the business 
for $30,000.00 to be paid in cash to the business, which offer was ac- 
cepted on the understanding that profits and losses were to be appor- 
tioned Adams, one-half; Blake, one-fourth; Carson, one-fourth. The 
loss for the year 1934 amounted to $10,000.00, and it was decided to 
dissolve the partnership. 

After settlement of all debts to outside creditors, the following 
sums became available for distribution to the partners, and were 
distributed on the dates indicated: 


ee $20,700.00 
Se ES PII 3 oS ois ce Shire Pie aan. Sikes 56,000.00 
Rs Sao Sieb wid Sade esc ca awe 60,000.00 (final distribution). 


Prepare a statement of the partners’ capital accounts, indicating 
the method of cash distributions, on the assumption that each distri- 
bution was made in accordance with accepted accounting procedure. 


SOLUTION. 
ADAMS AND BLAKE 
BALANCE SHEET—December 31, 1933. 


Assets 
Current: 
[n Ssctvnosbek esse sein esses onsausdaseea ee $ 5,100.00 
ee 40,600.00 
ENNINEND OD TAI oii kos 640 6d 00n cis wecnace 36,000.00 
SE Ce MONI ince cb ice sd dace Seeeew ees $ 81,700.00 
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Fized: 
NE aera Sects cala aeale Mets ARE Re eS 3,800.00 
ooo ie ae we cae owes $11,000.00 
Less Reserve for Depreciation...... 1,870.00 
————_ 9, 130.00 
RUNES hatte dctestetidGenss ceses 51,400.00 
Less Reserve for Depreciation...... 13,850.00 
37,550.00 
NEON, FESS a owwacwinees cee sdirse 25,000.00 
SEE SUTIN SEINE nica said wren 01a. Ne ee le windre ba aeRO RS 75,480.00 
I 555655 isis a 319s ee RGR SESS OES MEO e wens $157,180.00 
Liabilities and Capital 
Current Liabilities: 
I IS 565 nw Pca 0599044 EES REAR adaedes $ 40,480.00 
Capital: 
RNID i heirs ene We NeNGe LSS enw S GaSe aes $84,200.00 
NE AS SG a aKa waGaa > es saws esicee ey 32,500.00 
ee sk i ae eh aS Seas wchencewaes 116,700.00 
Tetal TADS ONG CROUED oicecccciceccccccesctecss $157,180.00 
ADAMS AND BLAKE. 
STATEMENT OF PROFIT AND LOSS 
FOR THE YEAR ENDED DECEMBER 31, 1933. 
Be hosts aoa ak Gis areas cis o Wiaia Mmuwie ees aI walla Rie mietels HR $377,000.00 
Cost of Goods Sold: 
Merchandise on hand, January 1, 1933...... $ 66,000.00 
eg | ear 275,000.00 
, 341,000.00 
Deduct Merchandise on hand, Dec. 31, 1933 36,000.00 
Ce GE I Oe as ia iS tee es eweces 305,000.00 
Ree roy ees ai als ING Cas ee wd eaeaeearenmuinwea ae 72,000.00 
Operating Expenses: 
Re ee eae 8,200.00 
SN eG obec cow as wealee Sovialde ew ee ne 79,440.00 
Depreciation: 
po ee See errr $ 220.00 
Machinery 10% p.a. ............ 5,140.00 5,360.00 
POUR TPUTRIES TENDONS oko ois ccc dicdeacdseesivowsenedes 93,000.00 
ee ee i 5s AG EW as Se Relea $ 21,000.00 
Apportionment of Loss: 
EE ics eatG reed desrersecsedens $14,000.00 
I Eo ook cdo es thas s deseeneseeekt 7,000.00 
———-_ $_ 21,000.00 
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ADAMS AND BLAKE 
STATEMENT OF CAPITAL ACCOUNTS—JANUARY 1 to 
DECEMBER 31, 1933. 
Adams Blake Total 
Balances at Credit, January 1, 1933 $100,000.00 $ 50,000.00 $150,000.00 
Items written off, July 1, 1933: 


Accounts Receivable .......... 10,000.00 10,000.00 
Da? 6 oi cae eeu k ios oe ds 2,000.00 1,000.00 3,000.00 
EE Noes ian kus ke eee ee sae 5,200.00 3,000.00 8,200.00 
PE GO. Dank kee bus nis seo s 5,000.00 2,500.00 7,500.00 
SET OU 6s on bem eb esse 14,000.00 7,000.00 21,000.00 
Balance at Credit, December 31, ———_ i@—o2A@0- 
PM) Sicucanoscaeencee sa ven $ 84,200.00 $ 32,500.00 $116,700.00 








ADAMS, BLAKE AND CARSON 
STATEMENT OF CAPITAL ACCOUNTS—JANUARY 2, 1934 TO 
MAY 15, 1935. 


Adams Blake Carson Total 
Balances, January 2, 1934.. $84,200.00 $32,500.00 $30,000.00 $146,700.00 








Loss for year 1934 ......... 5,000.00 2,500.00 2,500.00 10,000.00 
Balances, December 31, 1934 79,200.00 30,000.00 27,500.00 136,700.00 
Cath, Meb. 26, 2955 ......2. 20,200.00 500.00 20,700.00 
Cash, Apr. 15, 1985 .....<.. 29,000.00 14,500.00 12,500.00 56,000.00 
Cash, May 15, 1935 ........ 80,000.00 15,000.00 15,000.00 60,000.00 

$ —- $ —- $$ — $ — 
STATEMENT SHOWING AMALGAMATION OF ADAMS AND BLAKE 
Revised Balance Combined 

Sheets Balance 

December 31, 1932 Sheet 

Adams 

Adams Blake & Blake 

Assets: 

PE Se sC eG jue rs beats oeawence $ 1,600.00 $ 1,500.00 $ 3,100.00 
Accounts Receivable ............ 28,500.00 20,100.00 48,600.00 
oo eee ee 35,000.00 31,000.00 66,000.00 
SE ME. So ovwcicesavessuseee 6,800.00 _ 6,800.00 
Buildings—at cost .............. 11,000.00 —- 11,000.00 
Machinery—at cost ............. 31,400.00 20,000.00 51,400.00 
DEM. ct. ct assests sdneee<nueis 25,000.00 -- 25,000.00 


$139,300.00 $72,600.00 $211,900.00 








Liabilities and Capital: 


Accounts Payable .............. $ 32,940.00 $18,600.00 $ 51,540.00 
Depreciation Reserve— 
LEE roe Pare 1,650.00 — 1,650.00 
ENS 5 ic In! wk Sie a thew Die 4,710.00 4,000.00 8,710.00- 
CREE, GRUND 55.66 sass dh cose 100,000.00 — 100,000.00 
SPRUL, SEIRMUD $s soce cece sucwess — 50,000.00 50,000.00 


$139,300.00 $72,600.00 





$211,900.00 
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ADAMS, BLAKE AND CARSON 
BASIS OF CASH DISTRIBUTIONS 








Adams Blake Carson Total 
Balances, December 31, 1934 $79,200.00 $30,000.00 $27,500.00 $136,700.00 
Estimated Loss ........... 58,000.00 29,000.00 29,000.00 116,000.00 
Pr ee eee eee $21,200.00 $ 1,000.00 $ 1,500.00 $ 20,700.00 
Apportionment of Carson’s 

BONNE cc aa shee ae es 1,000.00 500.00 1,500.00 _ 
Cash Distribution, Feb. 15, 

RN hc ares es taslics $20,200.00 $ 50000 $ — $ 20,700.00 
Balances, Feb. 15, 1935 ... $59,000.00 $29,500.00 $27,500.00 $116,000.00 
Estimated Loss ........... 30,000.00 15,000.00 15,000.00 60,000.00 
Cash Distribution, April 15, 

SES ohenace kee dedotans $29,000.00 $14,500.00 $12,500.00 $ 56,000.00 





Balances, April 15, 1935.... $30,000.00 $15,000.00 $15,000.00 $ 60,000.00 


Cash Distribution, May 15, 
RO, 6s cen hasta cteuais $30,000.00 $15,000.00 $15,000.00 $ 60,000.00 








PROBLEM II. 
THE INSTITUTE OF CHARTERED ACCOUNTANTS OF 
MANITOBA 
FINAL EXAMINATIONS, MAY, 1936. 


Advanced Bookkeeping and Accounts, Section II, Question 2. 

The President of the Rupert Manufacturing Co. Ltd., informs you 
that the Company’s Accountant has submitted to him comparative Bal- 
ance Sheets and Operating Accounts for the years 1934 and 1935. He 
states that while he is satisfied with the correctness of the statements, 
he feels that valuable information is obtainable from them which is not 
disclosed by a mere scrutiny of the figures. He hands you the following 
statements and asks you to prepare this information for him: 


BALANCE SHEET 


ASSETS 
1935 1934 
IN nn cas Wr es peo ae sietaaes emmacaeeaens $15,000.00 $ 40,000.00 
Accounts Receivable .... $106,000.00 $ 74,000.00 — —_ 
Less: Reserve for Bad 
ON Se heiileecsitics sa 3,000.00 3,000.00 
—_————_— ————__ 103,000.00 71,000.00 
Stock on Hand— 
es II a oa ooh Uae ewe esinenen-dareln 30,000.00 25,000.00 
Re INNIS 1535: asa Rica ede cca wielsowies, siete 18,000.00 13,000.00 
SEMEN PINE 6 5'S'el sek ola + kee wa haa ce ewecieals 135,000.00 110,000.00 
I Fo nite Retste ara wth cg aie nite Ae ie ee wees 20,000.00 20,000.00 
WED) i bdo d ce weks $195,000.00 $130,000.00 — _ 
Less: Reserve for Depre- 
UNO cop a-cie eee ee ad 30,000.00 20,000.00 
—_——_-_ ——— 165,000.00 + 110,000.00 
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Plant and Machinery ....$ 86,000.00 $ 65,000.00 oo a | 
Less: Reserve for Depre- 
BNO tice ckalsneshasee 12,000.00 10,000.00 a _ 
—_—__ —————_ 74, 000.00 55,000.00 
REL MOONE 55 5 955 Su oie Nisa neo ee vualediat ace 300.00 200.00 


$560,300.00 $444,200.00 





LIABILITIES 

DTP ENED iccep aches eseaseeeeheuaco new acme $ 50,000.00 $ 45,000.00 
IES SO INIED © cic. 6 nds eS inp wie NS FS eae vis 75,000.00 50,000.00 
EE Fh cae bain cae wee eo eek wae ne ae hreie seam 50,000.00 50,000.00 
NOs Spa aGke maser Gels susie e.ceeeluse 250,000.00 200,009.00 
Surplus— 

Balance at Beginning ....$119,200.00 $ 95,400.00 — —_— 
MBUSUMNONS ...ciccscscses 500.00 — - _- 
PrOnt Tor WOOP 202666050 30,600.00 35,900.00 — oe 

$150,300.00 $131,300.00 
Less: Dividends ......... 15,000.00 12,000.00 o — 





Adjustment ....... - 100.00 — —_ 
oo 135,300.00 119,200.00 


$560,300.00 $444,200.00 







OPERATING ACCOUNTS 
AL ivicc ae ee AW een aneeea seesaw ese $850,000.00 $820,000.00 










Opening Inventory, Raw Materials ............ $ 25,000.00 $ 20,000.00 
PEE cs Sete nese here SWS ese cuasaeeeey 185,000.00 177,000.00 









$210,000.00 $197,000.00 
DOES TS TVET | snk sic Sade ciswcwceees 30,000.00 25,000.00 












$180,000.00 $172,000.00 
Opening Inventory, Work in Process .......... 13,000.00 11,000.00 
ihe -o3ccLGCaukee vy LGakeadn ewe esas viewers 225,000.00 213,000.00 
BESBUPACIUTING TWAPONHOS 2 ...2c cc cccsccsccsecees 220,000.00 194,600.00 


















$638,000.00 $590,600.00 
Less: Closing Inventory, Work in Process ...... 18,000.00 13,000.00 











$620,000.00 $577,600.00 
Opening Inventory, Finished Goods ............ 110,000.00 90,000.00 






$730,000.00 $667,600.00 
Less: Closing Inventory, Finished Goods ...... 135,000.00 110,000.00 













Ce NE oS ii dena cuseusesee Sel $595,000.00 $557,600.00 





Seren ee On RIND: 5s Scie cinv cd eseinseas $255,000.00 $262,400.00 












ee ND as Gh siya ba we ws sels ob wow $148,000.00 $132,000.00 
NINO 5 o's. coc eewces paes.on Sh ees sae 76,000.00 94,250.00 








$224,000.00 $226,250.00 


STUDENTS’ DEPARTMENT 


Net Profit on Operations $ 31,000.00 $ 36,150.00 
Sundry Financial Charges 400.00 250.00 


Net Profit for Year $ 30,600.00 $ 35,900.00 


SOLUTION. 


It is becoming more and more recognised that valuable informa- 
tion regarding the condition of a business is afforded through ratios 
developed from Balance Sheet and Operating Statement figures. Ratios 
such as current assets to current liabilities, net operating profits to 
sales, and so forth are the ones most often met with, but there are 
others not so common perhaps which are interesting and informative. 

A detailed report does not seem called for in the present instance 
but mention might be made therein of the fact that the reserve for 
depreciation on plant and machinery has only increased $2,000.00 dur- 
ing the year, and that the reserve for bad debts remains unchanged, 
although the Accounts Receivable have increased by $32,000.00. 

The following data and statements should provide the client with 
information regarding the most significant of the ratios, etc. 


RUPERT MAUFACTURING COMPANY LIMITED 


STATEMENT OF WORKING CAPITAL 
Increase 
1935 1934 Decrease 
Current Assets $301,000.00 $259,000.00 $ 42,000.00 
Current Liabilities 125,000.00 95,000.00 30,000.00 


Working Capital $176,000.00 $164,000.00 $ 12,000.00 
APPLICATION OF FUNDS 
Funds Provided: 


Profits for Year $ 30,600.00 
Depreciation Provided 12,000.00 


Surplus Adjustments 
$ 43,100.00 


Capital Issued 50,000.00 
Bonds Issued 20,000.00 


$113,100.00 


Disposition of Funds: 


Dividends Paid $ 15,000.00 
Additions Fixed Assets 86,000.00 
Increase Deferred Charges .... 100.00 


$101,100.00 


Increase in Working ‘Capital— 
$ 12,000.00 


1394 


Ratio of Current Assets to Cur- 
rent Liabilities 2.4 to 1 2:7 to 1 
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ANALYSIS OF CURRENT ASSETS 

















1935 % 1894 % 
ERE isso Sasa wes Seb wom $ 15,000.00 5. $ 40,000.00 15.4 
Accounts Receivable (Net).. 103,000.00 34.2 71,000.00 27.4 
MGT DEGICTIAIS  o.occcccsveces 30,000.00 10. 25,000.00 9.7 
Goods in Process .......... 18,000.00 6. 13,000.00 5. 
Finished Goods ............ 135,000.00 44.8 110,000.00 42.5 
$301,000.00 100. $259,000.00 100. 
CASH AND ACCOUNTS RECEIVABLE TO CURRENT LIABILITIES 
1935 1394 
PRS Sete cere SEGs Sins ik sake sO ae Eee $ 15,000.00 $ 40,000.00 
Accounts Receivable (Net) ..........2-+0-- 103,000.00 71,000.00 
$118,000.00 $111,000.00 
Ser ANIEINS 6oh ew adw esse eeke eases 125,000.00 95,000.00 
PED apo vee se ido ecu asi wsbunee sae us .94 to 1 1.17 tol 
ACCOUNTS RECEIVABLE-COLLECTIONS 
1935 1394 
en ee re ee ee $850,000.00 $820,000.00 
DEOOUMES TROCBIVADIC = 2..:.ossicciecicsicievccecinws $106,000.00 $ 74,000.00 
DEES, ciseck Sasha easeabank we neaes 12.47 9.02 
PONG CRIB oi okie icsecccdsascoase 46 days 33 days 
FINISHED GOODS TURNOVER 

Oe EMS odio re os duns Cacegoubss<e Guus us $595,000.00 $557,600.00 
Finished Goods—Opening ................. $110,000.00 $ 90,000.00 
? 7 A sitesucies seus nee 135,000.00 110,000.00 
$245,000.00 $200,000.00 

OD soca dicen kik OAR baw saa Seb ema aaa nis $122,500.00 $100,000.00 
DN nvica pic nsdouswssoscheareeeocacwees 4.85 5.58 

CURRENT LIABILITIES TO PURCHASES 
NS 65's Saou acta shes ack beaks eke we ae $185,000.00 $177,000.00 
FOREUOUNL RMMEMMON obs kaedas cee u dsc needs $125,000.00 $ 95,000.00 
ese ye oe ee eee ee ee TP eee ere 67.6 53.7 
PROFIT AND LOSS 
Increase or 

1935 % 1934 % Decrease % 

PN a Saige accel $850,000.00 100. $820,000.00 100. $30,000.00 3.66 
Cost of Sales ..... 595,000.00 70. 557,600.00. 68. 37,400.00 6.7 
Gross Profit ..... $255,000.00 30. $262,400.00 32. $ 7,400.00 2.8 


16.10 $16,000.00 12.12 
11.49 18,250.00 19.36 


27.59 $ 2,250.00 01 


Selling Expenses. .$148,000.00 
General Expenses. 76,000.00 


$224,000.00 


17.41 $132,000.00 
8.94 94,250.00 


26.35 $226,250.00 
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NET PROFIT ON 
BALES o6seccae $ 31,000.00 3.65 $ 36,150.00 4.41 $ 5,150.00 14.25 





RETURN ON CAPITAL 

Profit on 
Operations ..... $ 31,000.00 $ 36,150.00 
Capital Stock .... 250,000.00 200,000.00 
Return on Capital. 12.4% 18.07% 





TECHNICAL PREPARATION FOR 
ACCOUNTING EXAMINATIONS 
By Howard F. Greene, 
Northwestern University, Evanston, Illinois 


(Extracts Concluded) 


Journal Entries 


1. Only one transaction should be recorded by any one 
journal entry. Compound journal entries were invented to 
record single transactions involving several accounts, and 
not for the purpose of facilitating the consolidation of an 
entire year’s transactions into one. The great danger in 
consolidating several transactions into a single journal 
entry, is that the transactions will not be clearly and com- 
pletely recorded, and it is believed to be better to err on the 
side of being over complete. 


2. The same theory expounded in (1) should be employed 
when writing journal-entry explanations. Candidates are 
only too prone to consider a journal explanation such as 
“Depreciation for the period” sufficient, when in reality 
complete details supporting the entry, such as value on 
which depreciation was computed, rate of depreciation em- 
ployed, and specific period covered, are all essential to the 
complete permanent record which should be reflected by the 
company’s books. If the candidate will bear in mind the 
fact that the journal entry is the original record of the 
transaction which will be indefinitely preserved, and that 
the journals should provide a complete picture of the busi- 
ness if every other record of the company were destroyed, 
considerable improvement in the technique of writing jour- 
nal entries will be assured. 
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3. Many problems have as their sole requirement the 
preparation of journal entries. The ease with which some 
single entry essential to a correct solution can be omitted, 
renders desirable the hasty posting of such entries to rough 
T-accounts to prove the accuracy of the entries. 


Working Papers and Computations 

1. Do not waste time by setting up unnecessary working 
papers. It will be found that extensive working papers 
which were formerly considered essential to the solution of 
such problems as these requiring statements of application 
of funds and consolidated balance sheets can be eliminated 
by the employment of a little ingenuity on the part of the 
candidate. 

2. Computations requiring the use of fractions or deci- 
mals should be carried out a sufficient number of places to 
eliminate any material error in the final answer. 

3. Regrettably, the “human error” element seems to be 
present in a major degree in many candidates. Such candi- 
dates should recognize their own weaknesses and recheck 
all computations to avoid mathematical errors. There is 
no trick method for avoiding such errors—each candidate 
is personally responsible for his own work in this respect, 
and only as he accepts such responsibility and takes the 
necessary steps to verify his own work can he hope to be 
successful as an accountant. 

4. In problems such as the tax-and-bonus type, which 
require the use of algebra, it is very desirable that the 
answer be proved after it is ascertained. Possible errors 
of mathematics and in method will both be found if this is 
done. 

5. The examiner will undoubtedly appreciate the segre- 
gation of the problem requirements from any detailed work- 
ing papers which may be involved in the problem solution 
so that he can locate the required schedules without an 
extended search. If each candidate could perform a little 
impersonal scrutiny of his work he would probably ap- 
preciate the pertinence of this comment. 


Answers to Questions 
1. Unsupported assertions are practically worthless. The 
reasoning leading to the conclusion stated should always be 
given. In many cases, but two guesses as to the correct 
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answer are possible, and the examiner should never be 
permitted to wonder whether this was the method by which 
the solution was evolved by the candidate. 

2. Be concise and yet complete. Achievement of this 
objective may require years of practice, and at the same 
time prove one of the accountant’s most valuable assets. 
Many students who can talk fluently are utterly unable to 
express themselves comprehensively in writing. It is sug- 
gested that the style in some good text be studied and 
imitated in so far as possible. Then the candidate should 
reread what he has written, impartially and critically, to 
see if it is grammatically correct and smoothly expressed. 
Constant training should be given from the time the candi- 
date commences his study of accounting in order that pro- 
ficiency in expression will be natural and automatic. 


3. The examiner is interested in what the candidate 
knows. Many times students are wont to preface their an- 
swers to questions by saying “I think such and such is 
correct” or “I imagine it should be so and so.”” Such practice 
is to be deplored. The examiner will respect an honest 
opinion although it may be entirely erroneous, much more 
than a correct one half-heartedly expressed. 


General 


1. All the requirements of a problem should be answered 
exactly as they are stated. The candidate may think he knows 
better than the examiner as to what was in the examiner’s 
mind when he set a certain requirement, but it is never 
safe to gamble on the fact. Certainly the candidate cannot 
be criticized for evolving a solution strictly in accordance 
with the letter of the requirement. He can always qualify 
his answer if reasonable doubt exists. 

2. Facts or figures should never be supplied when they 
are not found in the problem. For example, depreciation 
or interest factors are many times omitted from problems. 
Admittedly the problems are impractical on such points, but 
the candidate should never attempt to supply interest or 
depreciation rates that are missing. He should simply 
qualify his solution to indicate his recognition of the omis- 
sion. 

3. Where more than one method of procedure is possible 
in solving a problem the candidate should proceed on the 
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basis which he believes is best and state his reasons for so 
believing. It is not necessary to describe all of the possible 
assumptions on the particular point since the statement of 
one assumption indicates that the candidate is aware of 
other possibilities. 

4. Where computed figures are required in problem solu- 
tions, some sort of schedule covering the computation should 
be shown. This refers to such computations as interest, 
goodwill, and so on. If only the answer is submitted or 
used, and that answer is incorrect, the examiner has no way 
of determining whether the error was one of principle or 
simply mathematical. Errors of principle detract much 
more from the value of a paper than mathematical errors, 
but if no evidence to the contrary is provided, the examiner 
is only warranted in assuming that the error was one of 
principle and grading accordingly. 

5. If time is insufficient to finish a problem, the candi- 
date should spend the last few minutes of his time in writing 
a short résumé of what he would do to complete it. Some 
credit must be allowed by the examiner for such a descrip- 
tion, and this credit may make just the difference between 
success and failure. 
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